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THE CHANGING BASIS OF ECONOMIC RESPONSIBILITY 
I. FORECAST OF THE ARGUMENT 


Twenty years ago an economist writing under this title would 
have been expected to deal chiefly or solely with the responsi- 
bility of the individual for his own economic destiny: his respon- 
sibility for paying his debts and keeping out of the poor-house. 
Economic responsibility meant self-reliance and self-dependence.* 
Today any treatment of the subject from such a limited standpoint 
would be an anachronism. The ideas of obligation which embody 
the actual relations of man to man in the twentieth century, and 
answer the needs of the twentieth century, are radically different 
from the ideas which dominated the nineteenth. 

Some have failed to realize what the change means and have 
resisted it uncomprehendingly. Interdependence means no more 
to them than it did in the days when free exchange seemed ade- 
quate to organize the world, and enlist the far islands of the seas 

* Cf. Hadley, Economics, chap. ii. Cf. also Henry C. Adams, The Relation of the 
State to Industrial Action, pp. 80-85. Here the dominant note is reliance on free 
competition wherever free competition naturally prevails. Action by the state is 
urged, (1) to enable the majority in a trade to decide what the plane of their compe- 
tition shall be, and (2) in the case of natural monopolies. The author announces the 


theory of responsibility as the keynote of this policy, using the term “responsibility” 
none too definitely, but in a strongly individualistic sense. 
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to furnish London breakfast tables. That was one kind of inter- 
dependence, marvelously far-reaching and marvelously effective— 
but not the interdependence that is putting its peculiar stamp on the 
life of the present generation. 

Some have gone to the other extreme and have lost their old 
sense of personal accountability in an easy philosophy that lays the 
burdens on the impersonal state, and the blame on heredity and 
environment. But most of us have not gone so far as that. We 
do not want a state that shall prohibit all our vices, syndicate all 
our virtues, and render old-fashioned self-reliance obsolete, if indeed 
that were remotely possible! Instead, many men are honestly seek- 
ing to know what their obligations are in this new era, that they 
may meet them on their own initiative. More knowledge is 
wanted, that men may guide themselves. The modern prayer is 
not so much for strength as for wisdom. 

In the economic world this issue is presented more clearly 
perhaps than anywhere else. We have inherited an economics 
of irresponsibility. We are in an economy of control with which 
our intellectual inheritance fits but awkwardly. To make control 
really tolerable we need something more; something which is still 
in its infancy. We need an economics of responsibility, developed 
and embodied in our working business ethics. 


Il. THE SWING OF THE PENDULUM 


We have gone through a revolution of late in many realms of 
thought and policy. We have swung far away from narrow indi- 
vidualism toward a sense of solidarity and social-mindedness. In 
religion the dominant ideal is no longer a narrowly personal salva- 
tion granted from above as a reward of personal faith, but rather 
an attitude of love and service to one’s fellows which are in them- 
selves salvation. The old idea of free will is giving way to deter- 
minism, individualism to public control, personal responsibility to 
social responsibility. 

This changed attitude shows itself in economic matters in a 
hundred ways. The common law treated industrial accidents as 
matters of personal responsibility and attempted to fix a personal 
blame. The results were intolerable. Something was wrong. 
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Contrast the attitude of a system of compulsory compensation 
which blames nobody, and seems almost to take away all responsi- 
bility, distributing it between the state and the employer and 
treating the employer impersonally, as the representative of the 
industry. This policy expresses a new idea of responsibility. 

Not long ago we were almost morbidly afraid to do anything to 
relieve distress, for fear of undermining people’s independence and 
perpetuating the disease we aimed to cure. If these unfortunates 
could not quickly be put in a condition of doing for themselves there 
was danger in doing too much for them. Anything looking toward 
permanent assistance was a confession of failure in the present and 
an omen of evil to come. Meanwhile poverty continued to breed 
poverty. Now free meals for school children are becoming more 
and more common, the minimum wage in a mild form is being 
seriously tried out, and we seem to be on the threshold of similar 
experiments with old-age pensions, mothers’ pensions, and insurance 
against unemployment. 

The old-time lumber-gang boss or division superintendent 
promoted men or discharged them at will. He was responsible 
to his superior officer for getting results, and to his conscience, if 
he had one, for the rights and wrongs of his actions. Often he 
adopted a policy of rewards or punishments that were sudden, 
unexpected, and intentionally arbitrary, his object being to keep 
the men in proper awe of what might happen, and to keep them on 
their good behavior in little things: things so small in themselves 
that only the momentary impulse of an arbitrary autocrat would 
take any notice of them. It was every man’s own lookout that the 
blow did not fall on his head. This system could work tolerably 
well in a young country, so rich in opportunity that most men 
could “fall on their feet” whatever happened and whenever and 
wherever they might be cast adrift. 

But today the consequences are too serious to be treated thus 
cavalierly. Compare the situation of the modern official dealing 
with a strong union. He cannot discharge men without the possi- 
bility of having to face a committee of their fellow-laborers who will 
make him give an account of his actions. A group has assumed 
responsibility for its members and a new responsibility of an 
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individual toward the group is being enforced. How shall the group, 
the union, have brought home to it its own responsibility to the 
larger group of which it isa part? That is the next chapter of the 
story, and the end is not yet written. 

Unemployment used to be considered largely a matter of per- 
sonal fitness and willingness to work; now it is spoken of as a disease 
of our economic system. Criminals and prostitutes used to be 
regarded quite simply as wicked people. Now they are quite as 
often looked upon as victims of the social order. In fact this 
explanation is so much in the air that it has become a habit, an 
unthinking reaction to anything and everything that goes wrong, 
and anyone and everyone who goes to pieces. There is little room 
to question that our habit of overworking this conveniently im- 
personal scapegoat is closely connected with what Miss Repplier 
has called our national “‘loss of nerve.”’ It is all a most disquiet- 
ing phase of the spread of deterministic ideas among people ready 
to absorb them one-sidedly. 

But it is all part of a movement we cannot escape, with its suc- 
cesses and its failures, its inspiration for the man big enough to 
catch it, and its enervating effect on those without the vision. It 
is the product of new situations and new knowledge, and we must 
use the knowledge to make the best of the situations. We must 
take what it gives and fight to keep whatever of good it threatens 
to take away. 

It is the product of many things, from psychology to life insur- 
ance and from bacteriology to large-scale manufacturing. The 
bottom facts are, first, that we are becoming interdependent in 
new and unforeseen ways, and, second, that we are finding out more 
about the remote causes of things, which we used to take for granted. 

Psychology shows us our minds as products of inherited tend- 
encies and the environment to which they react. This makes the 
living conditions of the slum responsible for the gangster’s criminal 
tendencies and many lesser personal faults and failures. Mor- 
tality tables show us occupational environments as killing so many 
men out of a thousand every year, and statisticians correlate hot 
weather and suicide, and attempt to correlate crime and heredity. 
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Indeed, statistics, together with the mass-phenomena they 
measure, have been the instrument of a surprising deal of altered 
thinking. When we are looking at John Smith alone, we cannot 
tell just what he will do in a given situation or what a change in 
environment will do to him. He is still an independent personality 
and a law unto himself. But we can tell in advance what such a 
change will do to a thousand John Smiths. It may kill so and 
so many, or save so and so many alive, and we become accustomed 
to the idea that enfeebling environments have made so and so 
many criminals, and so and so many good-for-nothing idlers, who 
would otherwise have remained on the safe side of respectability 
and self-support. The environment has become responsible for 
John Smith. 

But at the same time John Smith has become responsible for 
the environment. A knowledge of bacteria makes criminal neglect 
out of what were once matters of purely private concern, and the 
outcome is to make medicine more and more a matter of main- 
taining a healthful environment and hence a matter of public 


_ prevention rather than of private cure. 


Man is ever in the presence of powers too strong for him to cope 
with, and never knows when they may reach out and take his life. 
Where the environment that threatens and the powers that kill 
are the environment and the powers of nature, he worships and 
watches his priming, learns to sleep lightly, to read footprints, and 
to know the signs of water. Where the environment is man-made 
and the powers are those of machinery, he ceases to worship, and 
he may begin instead to resent, to protest, and ultimately to revolt. 
Large-scale industry puts the laborer in surroundings, no more 
dangerous perhaps than the forest or desert which faced the old- 
time frontiersman, but surroundings which, dangers and all, are the 
work of human hands and human brains. All these things have 
given us new ideas of causes and effects, and these have given us 
new ideas of responsibility. We are finding out that many things 
are not to be taken for granted as of old, because they are things 
over which someone can exercise control, and that means they are 
things for which someone is responsible. 











214 JOURNAL OF POLITICAL ECONOMY 


Ill. CAUSATION 


If we try to trace the causes of anything fully, we are over- 
whelmed. Everything is a joint result of so many contributing 
causes that the whole universe may seem to have conspired to make 
one commuter miss the four-thirty train. So that when we talk 
about the “‘reason why,” we never mean more than a few out of an 
infinite series of reasons. How do we go to work to pick out 
those few ? 

We are likely to look first at the cause that is closest to the event 
and gives the most obvious push or offers the most obvious resist- 
ance. The teacup broke because the maid dropped it. The work- 
man lost his fingers through a moment of carelessness at his machine 
plane. The panic was precipitated because of such and such 
failures. 

Of course we shall never get anywhere on any such superficial 
principle. And yet we cannot go wandering through the mazes 
of infinity looking for the ultimate and the fundamental. We have 
a purpose: to shape the world—or our little bit of it—‘‘nearer to 
the heart’s desire.” We want to know two things: ‘Which are 
the causes that are really important in deciding the exact nature 
of the outcome?” These are the significant causes. Also, 
“Which are the causes over which we have some control and before 
which we do not stand entirely helpless ?’’ These we may call the 
responsible causes. 

The failure of such and such a bank may have precipitated the 
panic, but the panic would have arrived and run much the same 
course in any case. Sun-spots may cause crises, or they may be 
symptoms of something else which causes climatic changes and these 
may be a cause of crises, and statistics may support this with its 
most convincing proofs. But these climatic cycles are not the only 
things that disturb the smooth running of the machinery of produc- 
tion and consumption, and the essential thing seems to be that we 
have an industrial system in which misfits work cumulatively, 
regardless of the source from which the original disturbance arises. 
In a system of private production with enormous use of capital, 
involving the staking of industrial fortunes on a distant future, any 
irregularity is intensified in some quarters. An unexpected weak- 
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ening of demand is felt more keenly by wholesalers than by retailers, 
since the retailer not only has sold fewer goods, but is allowing his 
stock to diminish. For the time being he buys even less than he 
sells. For the same reason the manufacturer feels the slackening 
of demand more keenly still, and the machine industries and con- 
struction industries most of all, since new construction is suspended 
and even maintenance is likely to be postponed. Those engaged 
in these industries can buy less, and this may lead to a slackening 
of demand for many products. Even in active times contractors 
may be squeezed by a rise in the price of their materials, and their 
profits turned to losses. Their failures, in turn, embarrass their 
creditors and may spread a feeling of panic to the whole financial 
community. The part played by banks in making both expansion 
and contraction cumulative is too well known to call for comment 
here.* 

Compared to these qualities of our industrial organization the 
exact nature of the one most regular disturbance of production 
would seem to have little to say in determining the exact nature 
of the outcome. We should in all probability have panics without 
sun-spots or climatic cycles, but with a different industrial system 
sun-spots could come and go without producing anything like the 
present type of panic. Sun-spots may help us to predict the time 
of stress, but apart from this they are probably not the most sig- 
nificant cause for our purposes. Moreover, we cannot do anything 
about sun-spots, while we can change our credit system. Sun- 
spots are therefore not a responsible cause of panics. 

One of the greatest things that the progress of science and 
industry has done for us is to give us responsible causes of a social 
and environmental sort. We used to think we could change men 
more easily than their environment, and we preached thrift,industry, 
and all the economic virtues, and let the rest stand as “natural 
laws,” unchangeable. Now we are finding that to change the 
individual we must change his environment, and that preaching 
is not usually a big enough environmental change to get the desired 
results. We are coming to take a certain amount of human care- 
lessness for granted and demanding safeguarded machinery and 


t For a full treatment of these and other causes contributing to crises, the reader 
is referred to W. C. Mitchell’s Business Cycles. : 
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shortened hours with a view to securing an environment in which 
the natural weakness will be guarded against and the limited 
endurance not overtaxed. 

When a man is discharged because he is not worth a living wage 
and the employer seeks another in his place his personal short- 
comings are certainly the cause of his trouble, whatever we may 
think about the ultimate causes of his inefficiency. But when a 
railroad or an industrial corporation turns off thousands of men at 
a time because a cut of a certain per cent is deemed necessary or 
advisable, how does the case stand? It is still the least competent 
who go and their incompetence is the cause of their being the ones 
selected. But it is not absolute incompetence in this case, but 
relative incompetence: merely the fact that they are at the bottom 
of the list. 

If some are absolutely incompetent, that is an evil to be 
remedied. But something tells us that no amount of personal 
effort and no amount of education or hygiene can hope to prevent 
10 per cent of the men from being less efficient than the other go 
per cent. In such a case the incompetence of the men may well 
cease to be the responsible cause in our minds, and instead the in- 
dustrial situation, under which an industry wants now to per cent 
more men and now 1o per cent less, may come to stand as the thing 
we try to change, the thing we hold responsible for the evil of 
unemployment. , 

Not that personal efficiency does not make a difference, but 
opinion is unfortunately divided between those who think that 
the laborer ought to try to solve the problem by improving his 
efficiency and those who think that this would only make matters 
worse and that if the men increase their capacity 10 per cent there 
will be fewer men needed. In this disagreement the economist 
takes the side of those who emphasize individual self-dependence 
and would hold the laborers to the duty of making the utmost of 
whatever capacities they have and whatever situation they may 
find available. 

In this case as in all other cases anyone who thinks that indi- 
vidual responsibility is becoming less because collective responsi- 
bility is becoming greater is making a mistake somewhat like that 
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of the dog in the fable, who dropped his piece of meat to catch the 
other which he saw reflected in the water. For what is collective 
responsibility but personal responsibilities reflected in the social 
mirror? We need all the sense of responsibility we can arouse, of 
all kinds, organized and directed into the most intelligent and 
efficient channels, to make even moderately satisfactory headway 
with the increasingly complex problems that are piling up ahead 
of us. 

The scope of personal responsibility is broader than ever before, 
not narrower. It is a false notion of the meaning of determinism 
which interprets it in such a way as to undermine the responsi- 
bility of the individual for his own choices. John Smith is still a 
law unto himself, whatever the statistics may tell us about the 
thousand. We cannot predict him, for the determining causes of 
his destiny lie partly in his own personality. The power over his 
environment of a man who does not know when he is beaten is the 
last thing we can afford to belittle or ignore. It is only too obvious 
what a difference it makes whether men who are free to act as they 
will, choose to act with courage, self-reliance, and generosity or 
not. The only way the environment can overcome man completely 
is by persuading him that it can do so. 

And laying responsibility on the environment cannot take it 
off the shoulders of persons so long as the environment of each of 
us consists chiefly of the rest of us. The responsibility is harder 
to bring home to the subject, and the duties it imposes are harder 
to fulfil effectively, for ‘“what is everybody’s business is nobody’s 
business.””’ But that simply means that our first obligation is to 
organize machinery by which these most difficult of obligations 
can be first effectively brought home and, second, effectively per- 
formed. This means, again, that we are facing the difficult task 
of keeping the sense of obligation alive while delegating to specialists 
the bulk of the active work involved in meeting our obligations and 
fulfilling them. 

But it is not alone by making us jointly responsible for the 
general social environment that our personal responsibilities are 
being broadened. We are coming to see that our everyday busi- 
ness dealings have more far-reaching effects than we have ever 
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realized, and that the system of free contract is by itself quite 
inadequate to bring home the responsibility for these effects. We 
have begun to realize the many inappropriable values that are 
created and the many unpaid damages that are inflicted in the 
course of business exchanges. New possibilities at once of parasit- 
ism and of service are here revealed, and here at least is a field in 
which responsibility is being concentrated instead of diffused. 
Instead of unearned increments which come from a shadowy social 
environment, and wastes for which an impersonal “system” is 
responsible, we are making some beginnings at tracing these 
things home to the policies of particular enterprises and the doings 
of particular individuals. Unemployment is being traced partly 
to seasonal trades, as one of their unpaid costs of production. 


IV. RESPONSIBILITY AND THE LIBERAL ECONOMICS 


By comparison with the scope of responsibility as it has been 
conceived and presented here the laissez-faire economics may well 
be characterized as the economics of irresponsibility, and the busi- 
ness system of free contract is also a system of irresponsibility 
when judged by the same standard. Of static theory we must 
simply say that while it does not deny social responsibilities it does 
to a large extent ignore them. Since its abstract premises leave 
out most of the facts on which they are based, they are left to be | 
taken account of in other departments of the science. Liberal 
economics or business economics in general accomplishes much the 
same result by separating business sharply off from the rest of life. 

“Business is business,” and while men are unselfish and recog- 
nize many kinds of obligations to their fellows beyond the letter of 
the law, their unselfishness is not carried into business relations, 
and the extra-legal responsibilities are not business responsibilities, 
except such as have become so firmly established in business morals 
as to have the binding force of laws. In business, men do not render 
services without being paid such price as they are willing to accept 
nor undergo sacrifices except for a consideration which they deem 
sufficient. From this it may be concluded that both parties are 
better off for every business transaction, at least in their own minds 
at the moment, than if the transaction had not been made. 
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With this dangerously inadequate idea of bargaining and con- 
tract, and with the equally inadequate idea of business competition 
as a sort of Darwinian struggle for survival, constantly tending 
toward the natural selection, of the fit, it is small wonder if the 
business man is willingly convinced that in the struggle for financial 
success he is fulfilling the whole duty that society can reasonably 
impose upon his business hours. In other words, theory and prac- 
tice combine to further an irresponsible attitude among leaders of 
industry and laborers alike. 

Meanwhile the demand for control has grown with amazing 
speed, and in every direction experiments are being tried. This 
should properly be regarded as a recognition of special kinds of 
responsibility which the business economics leaves out of account 
and which the machinery of free contract furnishes no way of bring- 
ing home to the proper persons. But instead, this regulation is 
looked on by too many as a phase of the old irresponsible struggle, 
merely translated from the field of business into the field of politics. 
It is under suspicion as being mere irresponsible class legislation, 
and unfortunately the suspicion has some justification. 

Hence employers often feel either contemptuous or deeply 
injured when laws begin to interfere with customary business 
practices, and when investigating committees ask prying questions 
which imply a demand for a righteousness that shall exceed the 
righteousness of the scribes and Pharisees. Business men with 
this point of view oppose the growth of public control with a resist- 
ance that is now adroit and now stubborn but nearly always power- 
ful. The economics of control is at war with the economics of 
irresponsibility. 

Beyond all the special issues of this struggle there stand out 
certain general questions of attitude and interpretation that are 
most real and most vital. Are these new policies of regulation 
to be regarded as exceptions to our general economic philosophy 
or are they an integral part of it? Are they special and discon- 
nected cases or are they phases of one consistent program whose 
central features can be formulated? And above all, are they mere 
matters of political struggle and political compromise; matters 
to be temporarily settled by a show of hands, or of teeth, and 
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perpetually unsettled again with every real or fancied change in 
the strength of the contending parties? Or are they matters of 
economic law, with a solid foundation in real relationships of cause 
and effect which no party in the many-sided struggle can perma- 
nently ignore? Do our economic regulations mean merely the 
creation and attempted enforcement of arbitrary requirements or 
do they mean the recognition and bringing home of existing and 
very real responsibilities ? And, if the answer to this last be in the 
affirmative, is there a twilight zone of obligations not yet enforced 
by law or custom but no less real for that? If there is such a 
twilight zone, how shall we act toward it ? 

It is good and necessary that new proposals should be first 
treated as exceptions to economic theory, for they need to be settled 
on their merits, but it is not good that they should remain per- 
manently unassimilated. It is good and necessary that they be 
urged by men intensely devoted, each to his special cause, but it 
is also good ultimately to absorb them all into a broadly construct- 
ive plan. It is good when political force breaks down stereotyped 
codes and precepts masquerading as “natural rights” and natural 
law, but it is not good to imagine that there are no laws to which 
men and groups of men are responsible other than the law of getting 
all they can. 

The task of economic theory in these matters is clear, and the 
importance of this task is often too little realized. There are 
principles underlying our multifarious social policies—principles as 
general and far-reaching as those underlying the “theory of value 
and distribution.” In fact, they are all phases of one process, 
social housekeeping. And until “free exchange’ and “social reform”’ 
are both interpreted as governed by one consistent set of laws, they 
are not interpreted correctly. The crucial task of such a theory is 
to unify, to reveal those causes and consequences of things men do 
which transcend the scope of free exchange. These create respon- 
sibilities which, in turn, the policy of regulation is attempting to 
enforce. In a broad sense the great task of the theorist of our 
tremendously dynamic age is to substitute an economics of respon- 
sibility for the economics of irresponsible conflict. That is his part 
in furthering the growth of willing co-operation in the endless 
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process of adapting our organization and industrial ways to the 
unforeseen needs and relationships which machinery and science 
are continually thrusting upon us. 


V. DIFFICULTIES OF PUBLIC CONTROL 


Any system of regulation of private industry needs a well- 
developed basis of agreement as to what in general the mutual 
obligations of the parties are, or else the system will not work. 
For without it confidence is lacking and as a result co-operation is 
crippled. It is expensive when the people distrust the leaders 
of industry and are in turn distrusted by them: it is only less expen- 
sive than trust misplaced. It is hard enough for those familiar 
with trade practices to adopt rules for their own observance; it 
becomes well-nigh impossible when the rules are passed by out- 
siders, themselves unfamiliar with the details of the situation, who 
are forced to interpret all advice from the interested parties in the 
light of those parties’ interests and to suspect it of subtly aiming 
to thwart the ends of public policy. This is not a complete picture 
of our present situation, fortunately, but it is a true picture of one 
most exasperating phase of it, showing itself particularly, perhaps, 
in legislation on banking and on unfair competition. 

Another weakness of regulation of private enterprise is, that 
while it consists largely in forbidding things, it often describes these 
things in terms of form, not of spirit and essential effect. The 
result is the widespread feeling that useful ways of doing business 
are being outlawed because they are capable of abuse. 

Attempts to limit speculation and capitalization, for example, 
are so regarded, with how much or how little justice we need not 
stop here to inquire. All of this leads to a hostile public opinion 
on the part of a large and solid class, and against such a solid and 
sincere opinion laws cannot be profitably enforced. Indeed, regu- 
lation would not now be able to show its present record of success 
unless this hostile opinion had been to some extent convinced and 
won over to a belief in the need and the justice of control. 

This attitude is in itself a clear recognition that the business 
economics is inadequate and needs revising, at least at certain 
points. But many fail to see what a far-reaching change of 
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attitude is involved in this simple admission, though they may feel 
uneasily that there is a camel’s head inside the tent. The conserva- 
tive expects things to continue on the principle that “business is 
business,” meaning that it is a self-regarding business, and that 
his only business obligations are those enforced by law and settled 
custom. They have been added to somewhat, but that is all, and 
wherever the law has not yet spoken there is no reason for taking 
any but the old irresponsible attitude. Further responsibilities 
there may be of a social or charitable sort, but not further business 
responsibilities. 

This view might be more convincing if only every business 
transaction were a wholly isolated fact, concerning only one buyer 
and one seller at one moment of time, and having no possible effect 
on other people or on other transactions. Only if that were true, 
most of our existing body of business regulations would be wholly 
unnecessary, so that the question at issue would not be likely to 
arise at all. But to argue about modern industrial dealings as 
if they could be so insulated in their effects from all other relation- 
ships would seem to imply a certain lack of insight. 

After what has been said already, it is only necessary to point 
out that, thanks largely to modern machinery and the complex 
organization that goes with it, every act has numberless effects 
on others, furthering or thwarting their purposes in ways often 
unknown to them personally, but known to someone nevertheless. 
These by-products may often be far more important in the aggre- 
gate than the one service or the one sacrifice over which a voluntary 
bargain happens to be struck. And thanks to science, the specialist 
can find out about these matters on which the man in the street 
could never by any possibility inform himself. And not only could 
he not inform himself, but he cannot even understand if he is told. 
Science has made available for society’s use an amount of knowledge 
of what is happening to its members vastly greater than they can 
ever absorb individually and use individually in the daily course 
of looking out for their interests. No one who appreciates this 
fact can hold that a system of free contract normally protects all 
interests, and that every free business transaction is automatically 
self-supporting and productive for society as a whole. 
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Now we can expect the employer—a specialist—to watch his 
own business and to know what it is doing, though we could not 
expect the same man in his réle of unspecialized consumer to watch 
with the same effectiveness every producer whose policies affect his 
welfare. And if men are responsible for the known results of their 
actions, business responsibilities must include the known results 
of business dealings, whether these have been recognized by law 
ornot. Indeed, when they have passed into the statute books they 
are no longer responsibilities at all in the highest sense: of obliga- 
tions which the individual must himself decide how to meet. The 
decision is made for him by government and he has only to obey 
or take the consequences. But where the law has not spoken, every 
man must decide on his own initiative. 

Now if men are to follow this out in the simplest way, if they 
are merely to make good as nearly as possible all actual damage 
they cause, they will find themselves going far indeed before the 
task is accomplished. The ideal is to pay one’s way, not to hurt 
others without compensation, to get value only for value given, and 
to leave the world in other respects just as one found it, or at least 
not to leave it the worse for one’s presence. 

In other words, it is a static idea of business we are discussing. 
But it is simply impossible for anyone to leave the world just as 
he found it, especially if he is one whose decisions have any impor- 
tance. As Professor Veblen says: “Invention is the mother of 
necessity”’ in the most unexpected ways. The necessity for writing 
these words (if there be any such necessity) is a by-product of the 
mechanical inventions that gave us the industrial revolution and 
the subsequent vast ‘advances’ in scientific production and 
large-scale industry. Every lumberman in the Mississippi Basin 
is jointly with others a cause of the new flood conditions that are 
inflicting so much damage and calling for so much expenditure 
of money and thought to devise methods of prevention. Some 
few have managed their property so as to avoid increasing the 
danger of floods; others have contributed to relief funds and studies 
in flood prevention. But whether they have met the responsi- 
bility or not, it is there. 
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To the extent that each of us is a factor in economic evolution, 
be it only that his presence adds one member to the population, he 
shares in all the increasing difficulties which economic evolution 
brings with it. He cannot do anything so far-reaching as building 
a house without affecting other people’s property interests for 
better or for worse. Unless he affects them for the better he is 
pretty sure to affect them for the worse. And unless he leaves 
society stronger in its power to master the manifold troubles of 
modern industry he will leave it relatively weaker by just so much 
as those troubles have grown in size and complexity. Modern 
industry gives a new meaning to the text, ‘He that is not with 
me is against me,” and is constantly showing new ways in which, 
whether we like it or not, we are our brothers’ keepers. 

In many such matters, such as the policy of lumbermen toward 
the danger of floods that comes with deforestation, or the employer’s 
attitude toward the unemployment that arises from the seasonal 
nature of his trade, the responsibility is one which we are not yet 
ready to crystallize into a legal obligation. Law and custom can 
at best never keep pace with the needs which they are made to 
meet, for the simple reason that the need must be there before it 
can be felt, and it must be felt in a substantial way to be worth 
making a law about, and felt for a long time and by a considerable 
number to give rise to a custom. These agencies which prescribe 
just how a man shall take upon himself the consequences of his 
acts can never cover more than a few of the more direct and the 
more obvious. By far the greater number must always remain 
in a sort of extra-legal borderland. 

If they are neglected, the result may be evils which will ulti- 
mately call forth legislation of an experimental sort, ill-informed 
and inept perhaps, and usually not calculated to improve the morale 
of our attitude toward goverment. But if these matters are 
treated as public obligations by those most directly responsible, 
much of this friction and waste motion can be avoided. The inter- 
ested parties may ultimately want a law to help control them, for 
the sake of controlling also the bolters in their own ranks. But 
it will be a law asked for by the governed, not imposed on them 
from outside. 
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We have become accustomed to the idea that nineteen men 
who want good conditions may be coerced by one competitor whose 
standard is more unscrupulous. They may actually be unable 
to do as they wish unless commanded by law. We have not always 
seen that this is a two-edged doctrine. It has been used to show 
how far regulation can go without transgressing the principle of 
industrial freedom and the natural right of the business man to run 
his enterprise as he sees fit. It has been used by the individualist 
to set limits on the sphere of government. 

But surely the more significant thing about it is the fact that 
it takes for granted that competitive standards and standards of 
public good are not one and the same, whether the majority in the 
trade are awake to that fact or not. And it further takes for 
granted a widespread sense of responsibility on the part of a 
majority of business men, not limited to the letter of the law. If 
this sense of responsibility is to be a guide to legislation, it must go 
before the law and be independent of it. 

This is one great reason why the state cannot afford to assume 
all responsibility for the outcome of the business system and leave 
individuals to look after their own interests with a single eye and 
a clear conscience. Some feel that the state has taken the responsi- 
bility, once for all, of a system in which individuals are supposed 
to look after their own interests and that while there may be abuses 
it does not fall on the individual to correct them. Moreover, they 
hold that the state is the only agency that can effectively bear the 
burdens and perform the tasks of correcting the miscarriages of 
free contract. Men who are under the compelling force of com- 
petition must seek their own interests foremost and all the time or 
go to the wall. If they try to correct abuses, to follow fairer 
tactics and leave off using competitive weapons that do damage, 
the general practice will not be changed, they will simply be 
forced out of business and their place will be taken by others less 
scrupulous. 

We have seen that the state cannot well do all that this atti- 
tude would demand of it. Let us look at the idea further. It 
is possible that free contract would do more good than harm even 
in the hands of a wholly selfish and irresponsible population, though 
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nowadays there is more and more evidence to the contrary. But 
there can be no doubt that enough harm would be done to offset 
much of the good, and it is quite possible that the strain of con- 
flicting selfish interests might ultimately rack the system to pieces. 

Indeed, this is just what the Socialists think is now happening 
before our unseeing eyes. What with the unmeasured wastes 
of competition where it remains active, the exploitation where 
competition has ceased to act, the parasitism which is so inextricably 
bound up with the guidance of sound production, and the disin- 
tegrating effects of the distrust and hostility that rule between large 
bodies of the population, roused by the sense that each is reckless 
of the interests of the others—with all these to combat it often 
seems that we need all the saving sense of public obligation we can 
possibly muster, merely to keep the machinery running at all. 

It is often raised as a conclusive objection to Socialism that it 
relies on altruism, while the present system harnesses to our service 
the more reliable force of self-interest. The fact is that in this 
respect the contrast between the two systems is a matter of degree 
only. Socialistic industry would find many ways of enlisting and 
utilizing selfish motives, and we cannot say how great its demands 
on altruism would be without more extensive experiments than have 
yet been tried. But we do know that the present system also calls 
for a great deal of public spirit to make it run properly, and this 
fact is daily becoming more prominent, and is driven home afresh 
by every reading of the morning paper. 

Suppose the state does take its chances of the harm which 
business selfishness can work, and with its eyes open sanctions a 
system which it knows to be capable of abuse. Does it thereby 
tacitly approve all abuses, or take for granted that men will commit 
as many (always inside the law) as they see fit? Does not its 
very act impliedly make every man responsible for the balance 
of good or harm that may come from his own efforts ? 

And as for the argument that private persons cannot do any- 
thing effective, there are three reasons why that is not conclusive: 
First, when we are speaking of human relationships, “impossible” 
is a relative term, and we may occasionally find ourselves forced 
to choose between two courses, both of which seemed impossible 
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till one was forced upon us. Secondly, we have seen enough to 
realize fully the well-nigh fatal weakness of state action without 
a strong sense of responsibility in the people at large to make the 
way as easy as possible. Thirdly, private individuals can act 
collectively where one alone is helpless and get results which would 
be impossible jor the official machinery of government. 

Is it not probable that more could be done to check unfair 
competitive practices by trade organizations regulating their 
members and adjusting relations between each other’s members 
than by any number of special laws and court decisions? If only 
we could trust such bodies to act truly in the public interest, and 
not merely to eliminate competition for their own benefit or to 
fortify a wastefully numerous class of middlemen against the 
competition of more direct and efficient methods! 


VI. RESPONSIBILITY AS AN ACTUAL FORCE 


And this brings us to the final point, which is that business 
responsibility beyond the law is not an ideal only but to a consider- 
able extent a fact. Business men’s associations are the very effect- 
ive embodiment of it. The retailer and manufacturer take the 
responsibility for not short-circuiting the wholesaler, and in return 
the wholesaler does not “poach”’ on the retailer. This is responsi- 
bility to a group, enforced by mutual interests. All that is needed 
is to make it cover a larger group—to make it general. 

The sense of general responsibility is a fact, also, though it is 
weaker than the tie that binds a class, a trade, or a profession. 
In proportion as it grows in strength we can rely on it more and 
more to guide public policy. Perhaps in some future century 
we may even venture to ask business men’s advice on proposed 
laws for the prevention of unfair competition without the uneasy 
feeling that their only purpose in giving of their wisdom is to make 
the laws ineffective and keep things as they are. 

With the idea generally accepted that “‘wealth is a trust” the 
next order of development is a gradually broadening revelation of 
how far the trusteeship extends. It most surely extends to the 
earning of the wealth as well as the spending of it. It extends toa 
sincere effort to make labor conditions as nearly right as possible 
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in plants from which one draws dividends, and conditions of com- 
petition as fair and free from waste as they can be made. 

In fact, one of the most serious objections to the present degree 
of concentration of wealth is that the largest capitalists are inter- 
ested in so many industries that they cannot do by any of them 
what their position demands. They have undertaken, or have 
had thrust upon them, responsibilities utterly beyond their power 
to fulfil. 

Still more effective in bringing about this result is the corpora- 
tion, which holds out a standing invitation to every man of con- 
siderable means to split his investments with a view to greater 
safety. Sometimes this is carried so far as to defeat its own end. 
The eggs are in many baskets and the baskets cannot all be watched. 
But long before this point is reached the watching is reduced to the 
bare essentials necessary to knowing if the investment is profitable 
and safe. And when a man’s familiarity with his own money-making 
enterprises—and every investment comes under this head—when 
his familiarity dwindles to the irreducible money-making minimum, 
something has evaporated, and that something is a social interest 
of incalculable importance. Private fortunes may be safer, but 
not without cost tothe nation. Has the principle of limited liability 
been carried too far? If a moderate curtailment of that privilege 
should result in concentrating each man’s investments in fewer 
enterprises, the commonwealth would be the gainer in a very real 
way. 

From the same point of view one of the worst features of the 
internal organization of corporations is its wonderful aptitude for 
dividing responsibility, concealing it from outside observers and 
even from the members themselves, and making it thoroughly 
ineffective for other than “business” purposes. To an economics 
of irresponsibility this might appear as an incidental blemish; 
to an economics of responsibility it is one of the very roots of evil. 

Many men would fulfil their responsibilities in a very different 
spirit if they were put before them in present and tangible shape: 
for example, if they had to bargain with their laborers directly. 
But it is an unusual stockholder who will so instruct his paid 
officials that they shall feel free to lessen dividends if necessary 
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to make the industry truly a source of gain for the other participants, 
laborers, and others. And yet they usually have it in their power 
to make it either a source of gain or a source of net loss to those 
whom it affects by its operations. 


VII. CONCLUSION 


In conclusion: the world is familiar enough with the conception 
of social responsibilities. These do not need to be rediscovered 
in the year of our Lord 1916. But the fact that a large part of them 
are business responsibilities has not yet penetrated, and this fact 
does need to be brought home to a community in which business 
men and theoretical economics alike are still shadowed by the fading 
penumbra of laissez-faire. This issue is deeper and more far- 
reaching than anyone can realize who has not tried earnestly to 
understand the sources of the deep sense of injustice that animates 
the discontented classes. The trouble is not that the unfortunate 
are not helped, but that they are helped in the name of charity, 
regardless of whether they are victims of their own weakness or 
of the misfit grindings of our none-too-perfectly-adjusted industrial 
machine. To many the very word “charity” is as a red rag to a 
bull, and this will never be otherwise as long as so much that passes 
for charity is merely repairing the damage or salvaging the wreckage 
for which industry is the chief responsible cause; the same industry 
which distributes the dividends out of which charity funds so freely 
come. 

The cry for “justice, not charity’”’ may cover a deal of hysteria 
and wrong-mindedness, but it also has a solid basis in scientific 
fact, and the way to quench the hysteria is to investigate sanely 
just what that solid basis is. Such studies are the task of experts 
and specialists. All that is here attempted is to show the important 
place which such work has to fill in our scheme of social management 
and social interpretation, and to do whatever may be done to hasten 
by ever so little the growth of a broadened attitude toward the 
responsibilities of business relationships. 


J. Maurice CLARK 
UNIVERSITY OF CHICAGO 





THE WESTINGHOUSE ELECTRIC AND MANUFACTUR- 
ING COMPANY, THE GENERAL ELECTRIC 
COMPANY, AND THE PANIC OF 1907. I 


The panic of 1907 is rapidly dropping out of sight as an event 
clearly remembered, and is becoming more and more to be regarded 
merely as one of a number of chapters in past economic history. 
Nevertheless, before the panic shall have quite lost distinctness of 
recollection, there may be some profit in considering one of the most 
striking incidents of that period, and in endeavoring to derive cer- 
tain general principles from such a consideration. The incident in 
question is the failure of the Westinghouse Electric and Manufac- 
turing Company during the sharpest moments of the crisis, and the 
utter unconformity between the condition of this concern and that 
of its strongest rival—the General Electric Company. The con- 
clusions deducible from the study have to do with the policies to 
be followed in the financial operations of industrial corporations. 

As is true in all financial crises, the panic of 1907 subjected 
to severe strain the great industrial concerns of the country, 
among them, the two electrical supply corporations here being 
considered. The Westinghouse company was forced into a receiver- 
ship, while the General Electric Company underwent the test 
apparently unshaken. This divergence in the records of the 
two corporations must have resulted from one of two sets of cir- 
cumstances: either the General Electric Company enjoyed advan- 
tages which its competitor did not; or, while operating on the same 
basis as its rival, it had been pursuing financial policies different in 
kind and in outcome. The discussion following will undertake to 
show that the latter was the case; that is, that the companies met 
the same conditions in diverging ways, and that these diverging 
ways of treating fundamentally similar situations gave rise to the 
incongruity in their subsequent behavior. 

In the establishment of this case the discussion must be divided 
into two portions. The first has to do with a general comparison 
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of the two corporations at a period some time before that immedi- 
ately associated with the panic. This parallel study comprehends 
the fundamental similarities underlying the financial operations of 
the two, such differences as were the results of differing policies, 
and the nature and import of these differing policies. The second 
part of the discussion is taken up with a brief account of the busi- 
ness conditions encountered by the two corporations immediately 
preceding and during the panic; and with the tracing of the manner 
in which, under the influence of their divergent fiscal methods, the 
one stood up under the strain successfully while the other steadily 
disintegrated into failure. The present article is concerned with 
the first division of the discussion. The points concerned must, of 
necessity, be treated at some length, for they can be established 
only after considerable analysis, and they must be established before 
the further discussion and conclusions can have any scientific value. 

The end of the fiscal year 1903-4 has been selected as the point 
for making this preliminary comparison. On the one hand, the 
“Rich Man’s Panic” of 1903 had passed its nadir; on the other 
hand, the three years of extreme industrial expansion collapsing 
suddenly in the panic of 1907 had not yet commenced.' The com- 
panies may most conveniently be considered in reference, first, to 
their industrial and commercial status, and, second, to their finan- 
cial condition. 

Industrially and commercially, the Westinghouse and the Gen- 
eral Electric companies were substantially on a par. This point 
is important, for it has been a common notion that the Westing- 
house company could not withstand the quasi-monopolistic advan- 
tages possessed by the larger rival, when the pinch of the panic 
arrived. Such advantages probably existed, but, in so far as they 
did, they were held in common. In fact, the possession in common 
of a dominating position in the electrical supply business consti- 
tutes one of the chief points of likeness in the position of the two. 
These similarities may be summarized, in the order in which they 


* The fiscal year of the General Electric Company commenced January 31, 1904; 
that of the Westinghouse company, March 31. For the sake of brevity and clearness, 
the Westinghouse Electric and Manufacturing Company will not be given its full, 
corporate title, but will be called simply, “the Westinghouse company.” 
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will be considered, as: nature of business, corporate and com- 
mercial organization, and competitive advantages enjoyed together. 

1. That the two concerns were in the same kind of business, 
their catalogues, trade bulletins, and advertisements seem clearly to 
show. If further evidence on this point were needed, it could be 
adduced from the fact that since 1896 the two companies had 
operated under a joint patent pool whereby each was permitted to 
manufacture articles, the patents of which were held by the other. 
A contemporary authority called one “The Electric Supplies 
Trust,” and the other, “The Electrical Supply Trust.”” 

2. Relative to the corporate organization devised by each con- 
cern for the conduct of its business, the similarities were equally clear. 
This was true, not only of the parent corporations, but also of the 
subsidiary corporations attached to them. Both the Westinghouse 
and General Electric companies were themselves large corporations, 
the results partly of reorganization,? and partly of a combination of 
previously existing concerns. Each had attached to it subcom- 
panies of three general types, namely, those for the extraction of 
raw materials,’ those for manufacture and sale of products in this 
and foreign countries,‘ and those for aiding the parent corporations 


* Moody in The Truth about the Trusts, p. 208. 


2 The history of the General Electric Company has been worked out rather care- 
fully in the Report of the Commissioner of Corporations on Water Power Development 
in the United States (1912). Dewing, Corporate Promotions and Reorganizations, con- 
tains an account of the Westinghouse company from its origin to the end of the 
reorganization of 1908. 

3 The evidence of the General Electric holdings is not clear as to the date of 
acquisition. The first records of the copper mining investments appears in the list 
of assets of the 1908 report, but the company has made a practice of being very 
deliberate in the announcement of any stock purchases. For instance, it made no 
official mention of its holdings in the National Electric Lamp Company until after a 
federal investigation had disclosed the extent of these holdings. It has been equally 
reticent concerning its finance subsidiaries. The Westinghouse mica properties are 
listed at $25,000 in the 1904 report. The accountant’s report to the receivers as of 
October, 1907, appraises “‘mica mining properties” at $153,089.26. The greater 
proportion of the present mica output goes into electric material, being largely used 
for insulating purposes. 

4 Some of the most important domestic subcompanies were: the Siemens-Halske 
Electric Company of Chicago, the Fort Wayne Electric Works, the Sprague Electric 
Company, the Stanley Electric Company, the Pennsylvania General Electric Com- 
pany, in the case of the General Electric Company; and the United States Electric 
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in the special sort of financing attendant upon the sale of equipment 
for public utilities enterprises. The finance subsidiaries took over 
the securities of public utilities concerns which were unable to pay 
in any other way for the heavier sort of electrical equipment pur- 
chased from the two large supply corporations. These finance 
companies gave cash for the securities and then reimbursed them- 
selves by selling collateral trust bonds, secured by these securities, 
and made salable by the high credit which the backing of the parent 
corporations insured." 

3. In the competitive position that they occupied in their field 
of industry, finally, the two presented a third point of likeness. Both 
concerns enjoyed two sorts of advantages in this respect: the first 
related to the sources of their financial support; the second, to their 
market. 

First, then, as regards the relation of the Westinghouse and 
General Electric companies to the investing public, there seems 
little doubt but that both were amply able to secure such aid as 
they might require. Their securities were in good repute on the 


Lighting Company of Newark, New Jersey, the Consolidated Electric Lighting and 
the Sawyer-Mann Electric companies of New York, the Bryant Electric Company, 
with its subsidiary, the Perkins Electric Switch Company, the R. D. Nattal Company 
of Pittsburgh, and the Walker Electric Company of Cleveland, in the case of the 
Westinghouse company. Exchange of stock or outright purchase of stock or bonds 
was the method of acquisition used. The record of these transactions has been drawn 
from various sources, chief among them the report on water-power development above 
referred to, the reports of the companies, the financial manuals, and the files of the 
Commercial and Financial Chronicle. The foreign subsidiaries were too complex and 
too numerous adequately to be discussed in this connection. Some were complete 
manufacturing and selling units; others appear to have been maintained largely for 
patent-holding purposes. They covered Canada, Great Britain, and the British 
Empire, and much of Continental Europe. They are discussed in the annual reports 
and financial periodicals and annuals already mentioned, particularly the Westing- 
house report for 1910-11 and Garcke’s Manual of Electrical Undertakings. 

* Meade, Corporation Finance, p. 386, discusses this device with reference to the 
General Electric Company. The Security Investment Company of Pittsburgh seems 
to have served in a similar capacity for the Westinghouse company. Its insolvency 
in 1907 appears to have been due, partly at least, to the tying up of much of its funds 
in the securities of customers of the main company. The Security Investment Com- 
pany was, however, probably engaged in more far-reaching financing than the corre- 
sponding subsidiaries of the General Electric Company, and seems to have been 
related to the parent company more through joint domination by Mr. Westinghouse 
than by definite corporate control. This will be brought out later. 
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exchanges.’ Large sums of new capital were being obtained with 
comparative ease? More than this, both organizations séem cer- 
tainly to have been in touch with financial interests among the most 
powerful in the country. The General Electric directorate appears 
to have been composed of two financial groups, the one centering 
in the New York house of J. P. Morgan & Co. and the other in the 
Old Colony Trust Company of Boston.2 The Westinghouse com- 
pany appears to have been in an equally favorable position. Its 
New York connections were made through the- Equitable Life 
Assurance Society* and Kuhn, Loeb & Co.5 It algo had access to 
a group of Boston banks and to a larger group of Pittsburgh banks.® 
There is, furthermore, evidence of a community of interests between 


* General Electric stock ranged between 169} and 1793, and Westinghouse 
(assenting stock) between 161 and 173} in January, 1904. 

2 The General Electric Company disposed of $3,325,000 worth of new stock in the 
year 1904-5 and floated over $2,000,000 of debenture bonds in 1902 at only 34 per cent. 
During the year 1903-4 the Westinghouse company had issued nearly $4,500,000 of 
its assenting stock at 90 on a par of 50. Just previous to the time considered, it had 
put out $2,000,000 worth of two-year, 6 per cent notes, which were followed by a 
5 per cent issue of twice that amount selling at 993-3. See Commercial and Financial 
Chronicle. 


3 J. Pierpont Morgan, the elder, was on the General Electric’s directorate and had 
been from the firm’s inception. The Pujo report (p. 64) states that Mr. Morgan 
helped promote the concern. C. A. Coffin, president of the General Electric Company, 
and five other General Electric directors were Boston men. Gordon Abbott, a General 
Electric director, was president of the Old Colony Trust Company, and T. Jefferson 
Coolidge, Jr., another General Electric director, had founded that institution. There 
were two or three General Electric directors on the boards of each of the following 
Boston banks: Bay State Trust Company, City Trust Company, Security Safe 
Deposit Company, Provident Institute for Savings, and National Shawmut Bank. 

4 James H. Hyde of the Equitable company was on the Westinghouse directorate. 

5’ Kuhn, Loeb & Co. underwrote the note issues of 1904 and 1907 and were trustees 
for a further issue in 1907. Besides, Jacob Schiff and Paul M. Warburg of this company 
served on the proxy committee and the directorate, respectively, of the Westinghouse 
company after its reorganization in 1907. Presumably those interests which had 
been lending financial support were given prominent positions in the affairs of the 
company after it had got into difficulties. 


6 Charles Francis Adams, of Boston, was a director of the company, and, with 
Charles Francis Adams II, had interests in the Adams Trust Company, the American 
Loan and Trust Company, the Old Boston National Bank, the City Trust Company, 
the Provident Institute for Savings, and the Security Safe Deposit Company, besides 
many real estate trusts. The Pittsburgh affiliations were too complicated to detail. 
They centered around A. W. Mellon, of the Union Savings Bank and of the Mellon 
National Bank, of that city. 
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the Pittsburgh and the New York group of banks on one hand and 
the Pittsburgh and Boston group on the other.’ 

This is not all. It is very probable, not only that the two cor- 
porations enjoyed the confidence of the investing world in general, 
and the advantage of intimate relationship with certain financial 
groups among the most powerful in the country, but that also these 
same sources of financial support were themselves acting with a 
great degree of harmony.*? The General Electric Company then 
enjoyed no advantages over its competitor as far as its ability to 
get money was concerned. 

In the other point at which competition appeared, namely, in 
the getting of business, the two were also very nearly on a par. 
Both firms possessed quasi-monopolistic powers, so far as the mar- 
ket in general was concerned, and maintained toward each other an 
attitude at least of partial harmony in several important respects. 
The first of these competitive advantages shared by the two, that 
is, the domination of the electrical industry, was a resultant of three 
factors: in point of size they far outstripped their nearest com- 
petitors;? their control of fundamental patents was almost complete 

* Charles Francis Adams II, of Boston, was a director of the Equitable Trust 
Company, as was also H. C. Frick, of Pittsburgh, who in turn was associated with 
some of the same banks in which A. W. Mellon figured. Again, James H. Hyde, of 
the Equitable Life, was a director of two Pittsburgh banks along with Mr. Mellon, 


while Mr. Mellon and Jacob Schiff, of Kuhn, Loeb & Co., sat on the board of the 
National Bank of Commerce, of New York. 


? Here again the evidence is too complex adequately to be presented. The state- 
ment is based upon three facts for which support seems clear: first, the Morgan group 
back of the General Electric Company and the Kuhn, Loeb-Equitable group back of 
the Westinghouse company, both ramified into the same set of New York banks and 
trust and insurance companies. Secondly, the Kuhn, Loeb-Equitable combination 
came together with the Morgan group on the directorates of the National Bank of 
Commerce, the Morton Trust Company, and the Equitable Trust Company. The 
Pujo report (p. 85) indicates a more open relationship between these two at a later 
date. Thirdly, the Morgan firm, besides being openly interested in the General 
Electric Company, was probably giving support to the Westinghouse company, or 
ready to do so, for in the reorganization of 1907 Mr. Lamont, of the Morgan house, 
became a director of the Westinghouse company. Collateral support to this conclu- 
sion appears also in the fact that General Electric and Westinghouse directors sat 
together on the boards of the Security Safe Deposit Company, the City Trust Com- 
pany, and the Provident Institute for Savings, of Boston. 

3 Moody, The Truth about Trusts, p. 249, credited the two with control over go per 
cent of the market. The Thirteenth United States Census, X, 281-97, furnishes some 
interesting figures in this connection. Thus the seven states in which General 
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in several instances;* and by stock holdings and interlocking 
directorates they were closely associated with a large proportion of 
the public-utilities corporations of the country, to which it is 
natural that all electric supply companies would have to look for 
a major part of their domestic market.2 And competition was 
limited between the concerns themselves in two important respects: 
Both patent pools’ and price agreements obtained between them.‘ 

In these three points, then: the nature of their business; the 
corporate organization both of the concerns themselves and of their 


Electric and Westinghouse plants were located employed approximately 54,000 of the 
64,000 men employed in the electrical supply industry, although the two largest com- 
petitors of these two—the Allis-Chalmers Company of Milwaukee and the Wagner 
Electric Company of St. Louis—were located in states other than these seven. 

* William Hard, Everybody’s Magazine, XXX, 17-30, 169-82, 641-53, makes 
several specific statements as to the leverage the General Electric and the Westing- 
house companies have been able to exercise by means of their wealth and the existing 
condition of our patent regulations. The electrical supply business is one peculiarly 
subject to domination by patent control, because of the intricacy of design and highly 
specialized technical skill entering into electrical apparatus. The patent pools of 1896 
covered many of the basic patents underlying power generation, conversion, trans- 
mission, and transportation. A lamp pool appears to have brought about a virtual 
patent monopoly in incandescent lamps. Moreover, the superior wealth of the two 
corporations and of their joint board of patent control undoubtedly gave them such 
great advantage in litigation as strongly to reinforce their extensive out-and-out 
patent control. 

? This statement is based on a rather extensive examination of financial manuals 
and of directories of directors for the period concerned, also upon Moody’s account 
of the “Greater Franchise Trust” in The Truth about the Trusts, and the Report of the 
Commissioner of Corporations on Water Power Development in the United States. This 
last is as of 1912, but the manuals and directories of earlier dates show that the rela- 
tions indicated in that report existed, in a somewhat less highly developed form, in 
1904. The influence which the finance subsidiaries of the two concerns maintained, 
through their virtually acting as underwriters for the securities of many public-service 
corporations, should also be kept in mind. 

3 Commercial and Financial Chronicle, LXII, 476, 502, 635, 1040. See Note 1, 
supra. 

4 The lamp pool did not become generally known until the government suit for 
its dissolution was undertaken in 1911. However, the National Lamp Company, 
which, with the General Electric and Westinghouse companies, was the chief defendant 
in the suit, was incorporated in 1901, and it seems proper to assume that the pool for 
which the National Lamp Company was the legal instrument existed as least as early 
as 1904. Moody’s Monthly Digest for January and June, 1911, and the Commercial 
and Financial Chronicle, LX XXIII, 1025 and 1194, contain current comments on the 
case—all that were obtainable when the data for this paper was collected, the Federal 
trial reports not yet being issued. 
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subsidiaries; and their competitive position, in respect to each other 
as well as to the market in general; in all these considerations, con- 
stituting the underlying industrial and commercial conditions upon 
which the General Electric and Westinghouse companies had to 
base their financial operations, there seems clearly to have been a 
similarity, real and fundamental. And, more than this. in such 
primarily important elements as were related to the fiscal side of 
their affairs the two corporations showed further resemblance. 

There are two points at which divergence between the two might 
have forced differences in financing of a radical nature: One cor- 
poration might have been overcapitalized, while the other was not; 
and one might have been operating on a much larger margin of 
operating profits than the other. But in neither respect did such 
differences exist. At no time in the history of either does there 
appear any evidence of stock-watering.* As for the operating 
profits of the two, there was—as might be expected of corporations 
carrying on the same sort of business in the same sort of way--a 
very slight variation, only 3.5 per cent for the fiscal year before that 
at which this study is begun.” 


At its inception, the General Electric Company issued its stock dollar for dollar 
for the Edison General Electric and Thomson-Houston preferred, which paid 8 and 7 
per cent respectively; while it set the ratio of 125-100 for the Thomson-Houston 
common, which paid 16 per cent. Since that time it had issued $25,000 for cash; 
exchanged the greater part of a convertible bond issue, at the ratio of $100 in stocks 
for $125 in bonds; had reduced its capital by $16,000,000 during the hard times of 
1892; and had made this reduction up by a stock dividend in 1903. The Westing- 
house company had pretty effectually squeezed the water out of its stock in the first 
reorganization of 1892, when the great majority of its stockholders had relinquished 
40 per cent of their holdings in order that the stock thus made available might be 
reissued for cash. There had also been a share-for-share exchange for the stock of 
the United States Electric Lighting and the Consolidated Electric Light companies, 
concerns already owned and operated by the corporation. Since that time it had 
issued stock for cash, $5,000,000 in 1896, $3,000,000 in 1901, at a premium of ten 
points, and $4,000,000 in 1906 at a premium of sixty points. Cf. Dewing, Corporate 
Promotions and Reorganizations, and Commercial and Financial Chronicle for the 
periods concerned. 
2 Annual Reports, 1903-4 show: 

General Electric Westinghouse 

$41,699,617 $23,385,789 

Cost of sales (excluding depreciation) 32,890,585 19,249, 88 

Percentage cost of sales to sales 78.8 83.3 

Net earnings $ 8,809,585 $ 4,136,490 

Percentage net earnings to sales 21.2 17.7 
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In the conditions upon which the financial operations of the two 
corporations were predicated, therefore, little divergence existed. 
Variation in these operations must, accordingly, have resulted from 
diversities in the policies adopted by the two. That these diver- 
sities were clear and far-reaching becomes plain when the examina- 
tion of the companies is continued. Those points in their fiscal 
condition which were dependent upon policy, rather than upon 
underlying circumstances, showed radical divergence. 

These diversities in fiscal condition in 1904 were related to three 
points: first, to the proportion of assets to liabilities, particularly of 
quick assets to quick liabilities; second, to the proportion of share 
capital, or capital stock, to borrowed capital; and third, to the pro- 
portion of charges against income to income. 

With respect to the first point, that is, the relation of assets 
to liabilities, it seems that the General Electric Company main- 
tained a larger margin of safety than did its rival, and that this was 
especially true in the case of the surplus of quick assets over quick 
liabilities, ordinarily known as working capital. A sharp contrast 
appears in the next step of the comparison. The capitalization of 
the General Electric Company was very largely in the form of 
capital stock, or share capital, while that used by the Westinghouse 
company was much less so. Finally the total charges for interest 
and dividends of the General Electric Company were materially 
smaller than those of the other, whereas its charges for depreciation 
were very much larger. 

1. The first statement can be established only after considerable 
analysis, for, on the face of the balance sheets, the General Electric 
Company appears at a disadvantage in the comparison: 

General Electric Westinghouse 
$55,938,959 $48,432,188 
49,171,104 37,400,083 





Excess of assets over liabilities $ 6,767,855 $11,032,105 
Percentage excess to total assets—approximate. . . 32.1 22.7 
That this showing does not indicate the actual state of affairs 
develops when the same process of valuation is applied to both con- 
cerns. There are two methods for making such a revised valuation. 
Neither admits of anything approaching precise accuracy, yet both 
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appear useful for all that is necessary in this connection. The first 
device is the estimating of assets from income. This shows the 
following relation between the two:? 


Genera! Electric Westinghouse 


Total assets $55,038,050 $32,494,633 
Total liabilities . 49,171,104 37,400,083 


Excess $ 6,767,855 Deficit..... $ 4,905,450 
Percentage excess assets to total assets 

(approximate) 12.1 Deficit..... 15.4 

Of course it is not at all likely that the Westinghouse company 
was in the insolvent state that this table indicates. As a matter 
of fact, the General Electric assets were probably undervalued, so 
that a corresponding undervaluation of the Westinghouse assets 
brings about the discrepancy manifested. Nevertheless, the com- 
putation fully serves the purpose for which it is made, namely the 
furnishing of a means for putting the relation of the resources and 
obligations of the two companies upon the same basis; and it shows 
that when such a correction is made, the apparent position of the 
two is completely reversed, and that it is the General Electric 
Company, not the Westinghouse, which shows the greater margin. 

This probable overconservatism in apparaisal on the part of the 
General Electric Company furnishes the clue for the second method 
of making the assets of the two corporations comparable. The 
resources side of their balance sheets can be taken item by item; 
the basis for estimating each can be compared; and some approxi- 
mation of the relative value of each can be attained as a result. 
There is space here only for the conclusions deduced from such a 
comparison, and for certain significant elements in the facts behind 
these conclusions. Fixed assets will be considered first; quick and 
current, next. 

Of the items included under fixed assets, that for plant and real 
estate seems manifestly to have been evaluated at a much higher 

* Method of computation is as follows (General Electric Corapany taken as 
base): Westinghouse sales ($23,385,789), 56 per cent (approximately) of General 
Electric sales ($41,699,617). General Electric total assets $55,938,959; Westinghouse 
total assets 56 per cent of this or $32,494,653. Total liabilities of each as above, 
i.e., as per balance sheets. Assumed that, since companies were both operating under 


same conditions, and at practically same margin of manufacturing profits, income of 
one could be capitalized on same basis as income of the other. 
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rate by the Westinghouse company than by the General Electric 
Company. This same is true with respect to securities held; 
there is a strong presumption that a number of entries on this 
second item were given an inflated appraisal by the Westinghouse 
company.? The patents, franchises, and good will of the General 
Electric Company appear to have been entered at a much lower 
figure than those of the other concern. This circumstance seems 
due to a positive undervaluation on the part of the larger corpora- 
tion. In this last item certainly there is support for the assumption 
that it was overconservatism on the part of the General Electric 


* According to balance sheets: General Electric, $6,924,082; Westinghouse, 
$9,937,300, although total income of the latter was only 56 per cent of that of the 
former. It is obvious that the Westinghouse company could not reasonably have a 
plant worth 40 per cent more than its competitor and have an income amounting to 
44 per cent less. The explanation lies in the fact that the Westinghouse company 
maintained depreciation charges about half as heavy as those of the General Electric 
Company (see General Electric report for 1903-4, appended statement of expert 
accountants; and report of Haskins & Sells to the receivers of the Westinghouse com- 
pany, published 1907, but covering five years preceding). 


? Securities held by General Electric Company were in five classes: stocks of 
affiliated companies, held at an average premium of eight points, against an apparent 
surplus of ten points shown by balance sheets of same; stocks in security holding 
companies, probably representing chiefty shares in the United States Electric Securities 
Company, paying 6 per cent regularly, and held at a slight premium; stocks of sundry 
foreign companies, held at half par value (the Canadian General Electric Company 
was paying 6 per cent on preferred and 8 per cent on common; the figures for others 
are not available); securities of local railway and lighting companies, probably slightly 
undervalued, since securities of this class, held at $116,812 in 1903, had, during the 
succeeding year, been sold for $138,644; and miscellaneous securities difficult of 
estimation, but relatively insignificant inamount. The securities held by the Westing- 
house company were in two classes: stocks of subcompanies, probably placed at very 
safe figures, since their dividends amounted in 1905-6 to 14 per cent on their book 
value, and in 1906-7 to 18 per cent; and securities held as investments, presently to 
be discussed. 


3 Patents, franchises, and good will had been arbitrarily held down to $2,000,000 
for two years, although large sums had undoubtedly been expended upon them, the 
deferred liability entry in the balance sheet itself indicating a balance “‘on account of 
purchase of Curtis Steam Turbines” amounting to $834,000. Arbitrary writing down 
of patent values appears to have been a regular policy of this company as appears 
in their reduction from $2,000,000'to one dollar during the period 1904-7. Westing- 
house patents were held at “cost to the company of patents which have been pur- 
chased outright”’—a practice appearing perfectly legitimate in view of the competitive 
prestige shown above to be derivable from the patents of the two companies. 
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Company in entering its assets that made the Westinghouse com- 
pany appear at such a disadvantage when put on the same basis. 

A corresponding situation develops in the quick and current 
assets. Merchandise inventories and work in progress seem to 
have been reckoned with equal conservatism by each concern.’ On 
the other hand, though the cash on hand was probably stated 
accurately by each company, having been certified to, in each case, 
by reputable accountants, it seems likely that a large part of the 
Westinghouse company’s cash on hand was not really at its own 
disposal. In the case of notes and accounts receivable, the General 
Electric Company evidently had been consistent in its practice of 
keeping well within the limits of safety, while the Westinghouse cor- 
poration maintained an attitude, to say the least, extremely san- 
guine.s It is plain, from the foregoing, that the Westinghouse 
assets were appraised at a much higher rate than were those of the 
General Electric Company, and, conversely, that the Westinghouse 
assets would have to be reduced materially before they could be 
truly comparable to those of the General Electric Company. The 
exact amount of such a reduction cannot, of course, be determined, 


but it certainly would be sufficiently drastic to place the General 
Electric in a much more secure position than its rival in the matter 
of assets and liabilities. Especially sound does such an assumption 
appear when it is considered in connection with the first device for 
reducing the assets of the two to an equal basis. The two methods 
are complementary. 


* Inventory methods of the General Electric Company are stated in the annual 
report as of January 31, 1904; and those of the Westinghouse company, in the report 
of Haskins & Sells to the receivers. 


2In 1907, the report of Haskins & Sells to the receivers shows that $1,535,120 of 
the Westinghouse company’s “cash” was a “special deposit in dispute” and was a 
part of a “credit contingent upon certain guaranties” which the bank concerned 
declined “to permit . . . . to be checked against in the usual manner.” 


3 The General Electric Company’s notes and accounts receivable realized in col- 
lection $372,293 more than the amount at which they had been held in 1904. The 
report of Haskins & Sells to the receivers showed that out of $14,041,488 worth of 
notes and accounts receivable of the Westinghouse company in 1907 only $8,767,396 
were “available.” The bulk of the rest consisted of loans to other Westinghouse 
enterprises, especially the European companies. It seems probable that a policy 
leading to such a condition in 1907 must have been in operation at least as early as 1904. 
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Of the computations concerned with the second method of 
appraisal there are three features which are worthy of more com- 
plete statement, for the sake of the light they throw upon the 
policies of the two concerns. The first is the radical and arbitrary 
depreciation of patent, franchise, and good will values practiced by 
the General Electric Company. This point will receive more 
detailed discussion in connection with the income accounts of the 
corporations, yet it is worth noting here, for here its influence 
begins to make itself felt. 

The second feature is the very probable inflation in values of the 
securities held for investment by the Westinghouse company. 
These included, in the first place, large blocks of securities of various 
foreign Westinghouse enterprises. It is sufficient at this time to 
remark that in 1907 two of these foreign subcompanies reduced 
their capitalization very materially, virtually admitting over- 
capitalization and indicating their overvaluation when held at par 
by the parent company in 1904." It may be observed further that 
the new management following the receivership eventually found 
it necessary still further to lower the valuation put on the securities 
of these foreign companies.? Indeed, these securities held as invest- 
ments can be classed as investments only by a bookkeeper’s fiction. 
They were speculations pure and simple—and unsuccessful specula- 
tions at that. They represent pretty definitely a fixed policy on 
the part of the Westinghouse management to utilize the corpora- 
tion’s funds for the fostering of enterprises, the uncertainty of which 
subsequent events proved, and the policy moreover of looking upon 
these enterprises with such an optimism as not at all to discount 
the possibilities of their success, but rather so confidently to assume 
their happy consummation that their securities were held at full 
face value. Here again it should be noted that the policy con- 
cerned had already infiltrated itself into the financial tissue of the 
corporation. 

Practically identical with the practice followed in the Westing- 
house classification of investments is that exhibited in respect to 

«The British Westinghouse Electric and Manufacturing Company and the 


Société Anonyme: Chicago Economist, XXXVII, 226; Commercial and Financial 
Chronicle, LXXXV, 598. 


2 Annual report as of March 31, 1911. 
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notes and accounts receivable. The indications are that, to a large 
extent, these represented money due from other Westinghouse 
enterprises, largely the same foreign subsidiaries concerned in the 
investments already mentioned. The observations already made 
in relation to the investment policy apply here. 

It has been said, however, that the General Electric Company 
maintained a larger margin of safety, not only in respect to assets 
and liabilities in general, but particularly in respect to the margin 
of quick and current assets over quick and current liabilities; that 
is, it maintained a larger proportion of working capital. The bal- 
ance sheets of the two concerns show the following relations: 


General Electric Westinghouse 
Total quick and current assets................. $32,349,531 $19,384,639 
Total quick and current liabilities.............. 3,173,004 9,378,033 





Excess, i.e., working capital $29,176,527 $10,006,606 
Percentage of excess to total quick and current 

assets (approximate) go. 5 51.5 
The difference is remarkable, especially when it is borne in mind 
that this proportion is based on the balance sheets themselves and 
not on either one of the corrected estimates. If either method of 
reappraisal were used, the difference would be even more marked. 
The comments already offered concerning the entries of cash and 
of the notes and accounts receivable in the statements of the two 
make it plain that some such correction should be attempted. 
Even as the figures stand, however, there is clear indication that 
the General Electric Company was very evidently conducting its 
business on a far wider proportion of working capital than was the 
Westinghouse. 

2. A clear divergence in fiscal method appears in the second 
point of the financial difference between the two concerns. The 
greater proportion of the General Electric Company’s funds repre- 
sented proprietary capital, that is, capital stock; while the reverse 
was true in the case of its competitor. The figures are subjoined: 


General Westing- 

house 

Percentage of capital stock to total liability 8 60.7 
Percentage of capital stock to total sales .2 96.2 


Percentage of debt to total liabilities 2 @.3 
Percentage of debt to total sales 7 68.9 
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The General Electric Company had evidently made it an object 
to obtain, in a far larger proportion than the Westinghouse com- 
pany, its funds through the issue of capital stock rather than of 
bonds and notes. And it should be noted, further, that this pro- 
prietary capital formed no lien upon either the income or the 
resources of the corporation. 

3. The final points of difference offered in the income accounts 
of the two were largely the resultants of factors already shown. 
That is to say, various features connected with the ratio of assets 
and liabilities and with the methods of raising capital reacted to 
make the incomes of the two show considerable variation, in 
respect to both source and expenditure. As to the source of the 
income there was only one notable difference, and that had to do 


with premiums from the sale of stock." 
General Electric Westinghouse 


Additions to surplus from premium on sale of stock. . None $1,407,364 
The query naturally arises how the Westinghouse company could 
obtain such a heavy premium while its rival could not. 

The dividend rate furnishes the best explanation. It was and 
had been high. From the period of 1904 to 1907 it was 10 per 
cent, and 10 per cent stock was a good “‘buy”’ at 160. The further 


query how this company could maintain such a high dividend while 
the General Electric Company was paying only 8 per cent may be 
met by reference to the much smaller proportion of share capital 
compared with funded capital, which has already been mentioned. 
With less stock to pay dividends upon, the Westinghouse company 
could maintain a higher dividend rate; indeed, its total dividend 
charges consumed a smaller portion of its revenue than those of its 


* Estimated as follows: Report of Haskins & Sells to receivers shows $5,884,158 
added to surplus from this source. Balance sheet, 1903-4, shows stock increase 
$4,463,900. This was made at a premium of 60 points on 100 which would bring a 
total premium of $2,678,340. Large deductions were made for commissions, fees, and 
taxes, and special depreciation of discount, items which probably all came out of this 
special surplus. The exact amount of reduction is determined by that necessary to 
make income account balance. Both Westinghouse income accounts and balance sheets 
are fragmentary and ambiguous for the entire period preceding the last reorganization. 
Hence, both here and elsewhere estimates have been necessary, and it is probable 
that they are far from complete accuracy. It is felt, however, that the conclusions 
based upon them are sufficiently broad to hold true, even if the figures were very 
materially to be altered. 
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rival, as is shown in the next table. The further bearing of this 
special and rather unusual element of income will be brought out 
in the succeeding paragraph. 

As to the way in which their income was expended, the General 
Electric and the Westinghouse companies differed in two ways: 
First, the depreciation charges of the General Electric Company 
were very much heavier than those of its competitor; second, 
the disbursements for dividends and interest combined were 
smaller, though for dividends alone they were larger. A tabular 
statement may be of aid at this point. The figures shown are 
approximate percentages on gross sales. 


General Electric Westinghouse 
Gross sales 100.0 Per Cent 100.0 Per Cent 
Depreciations and deductions.......... _ an se * © 
Dividends —_—" = .' & 


“ce “ “cc 


Interest (estimated) o.28” $.4 
Interest and dividends ............... ee nasi * 


The significance of the sharp differences appearing here develops 
when they are considered in connection with the factors out of 
which they arose, for, as has been said, the previously noted points 
of divergence were reflected in these later ones. The difference in 
depreciation, of course, associates itself with the differences in the 
margin of assets over liabilities indicated above. The treatment of 
dividends and interest is complementary, in the first instance, to 
the difference in the proportion of borrowed and proprietary capital, 
and, in the second instance, to the difference in the proportion of 
working capital. With a relatively larger amount of its funds 
obtained through the issue of capital stock, the General Electric 
Company would naturally have to maintain a heavier dividend dis- 
bursement than the other firm. Did the difference end here the 
Westinghouse company might be expected to have the advantage 
in dividend and interest payments combined as well as in dividend 
payments alone, since, in place of capital stock, it could issue bonds 
requiring a lower rate of interest than the corresponding amount of 
stock. But the Westinghouse company’s smaller proportion of 
working capital had to be reckoned with. Cash, and the means of 
quickly securing cash, any large industrial must have in plenty, for 
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it requires funds constantly to be expended on its manufacturing 
processes, to be kept there until the material involved shall have 
been worked up and sold. These funds may be obtained from a 
large block of cash and quick assets free of obligation; they may be 
obtained from short-time loans. But it must be noted that such 
short-time loans cannot be obtained at the same low rate of interest 
as the more permanent funded debt. They carry an interest rate 
which fluctuates widely and is almost always considerably above 
that demanded for industrial bonds. It must be noted, further- 
more, that a concern maintaining only a small proportion of free 
quick assets has by virtue of that fact to keep up a large propor- 
tion of short-time loans. Such was the case with the Westinghouse 
company. It maintained a small proportion of working capital, 
relying upon commercial paper and short-time notes to provide it 
with funds for its immediate needs, and meeting its obligations out 
of the sale of the goods for the manufacture of which these obli- 
gations were originally incurred. And it had to maintain a rela- 
tively high rate of interest on a relatively large amount of debt in 
order to do this. The explanation of its larger total dividend and 
interest payments in comparison with the General Electric Com- 
pany now becomes clear. The General Electric Company had its 
own funds of floating capital, free to be temporarily bound up in 
the production of goods, and had therefore to incur few obligations 
and to pay little interest for the purpose. The Westinghouse com- 
pany had only enough free assets to do a part of this service, had to 
call on outside help, and had to pay well for such help. So heavy a 
drain was this charge that it served more than to offset the advan- 
tages the concern had over the General Electric Company in the 
matter of dividends, and left the Westinghouse company ultimately 
at a disadvantage. 

With this final point of comparison, the industrial and financial 
status of the two concerns at the beginning of the period of study 
reaches a complete exposition. The points of similarity have been 
too thoroughly discussed to require repetition. The points of dif- 
ference, however, may very well be reviewed in preparation for the 
next topic to be considered, namely, the differences in policy. For 
these differences are pretty directly attributable to the differences 
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in policy—are in fact very largely the evidences and embodiments 
of these differences. Indeed, practically all of the major points of 
variance out of which discrepancies in the financial operations of 
the two concerns were to grow have been suggested if not directly 
expressed in the account just completed. 

The first set of differences may be disposed of quickly. First, 
the Westinghouse company maintained a smaller margin of assets 
over liabilities than did the General Electric Company, and showed 
especial inferiority in this regard in the matter of working capital. 
On the face of the statements of the two corporations the advantage 
appeared on the side of the Westinghouse and not the General 
Electric Company, but this apparent relationship was due largely 
to the less conservative figures at which the Westinghouse resources 
were held. Of particular significance in this connection were the 
policies displayed by the Westinghouse management in the appraisal 
of its securities held as investments, and of notes and accounts 
teceivable. The former consisted largely, not of legitimate invest- 
ments, but of the stocks and bonds of various foreign subsidiaries— 
stocks and bonds valued moreover at a figure much above that 
justified by their later history. The latter, that is, the receivables, 
represented largely amounts due from various Westinghouse enter- 
prises, many of them those identical foreign subcompanies whose 
securities were classed as investments. That is to say, the West- 
inghouse company seemed definitely to have committed itself to 
the promotion and underwriting of various rather uncertain enter- 
prises, and, more than this, to have entered upon its books, as bona 
fide, full-face-value assets, the notes, stocks, and bonds representing 
the money sunk in these projects. Again the Westinghouse com- 
pany has been shown to have maintained a far less rigorous depre- 
ciation régime than its contemporaries, especially in the matter of 
patents and franchises, which, be it noted, were the most intangible 
among the assets of each. 

In the second place, the Westinghouse company gained a far 
smaller proportion of its funds through the issue of stock than the 
other concern. Instead, bonds and notes were used. 

Finally the two showed marked differences in their income 
accounts, largely because of these other factors. With a relatively 
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smaller stock issue, the Westinghouse company maintained a 
higher dividend rate; and, on the strength of its generous dividends, 
was able to command a very handsome premium on its new stock 
issues, so that its income was bolstered up by the premiums on the 
sale of new stock, an item to which nothing in the General Electric’s 
revenues corresponded. On the side of expenditures, the Westing- 
house statement showed very much smaller charges to depreciation 
than its competitor. Finally the Westinghouse company was able, 
through its holding down of stock issues, to get along with smaller 
dividend payments than the other, despite its higher dividend rate. 
Nevertheless, its failure to maintain an adequate reserve of floating 
capital entailed the presence of a large floating debt, maintained 
for the providing of funds for manufacturing purposes; and this 
body of quick and current liabilities carried with it an interest rate 
so high that it served more than to overcome the advantage in the 
matter of its permanent capital, and to make the company’s total 
dividend and interest expenditures exceed those of the General 
Electric Company. In the presence of these facts, the final point 
of comparison, namely, the major differences in the policies of the 
two concerns, can be quickly comprehended. 

First, the nature of the management itself was radically differ- 
ent. There is nothing particularly noteworthy about any one 
feature of the General Electric administration. This absence of 
distinctiveness, in fact, constitutes perhaps the most distinctive 
feature. The concern was simply a well-co-ordinated and highly 
efficient industrial organization. The board of directors, as has 
been implied, was largely representative of the financial interests 
behind the concern. The president, the late C. A. Coffin, resided 
in Boston, while the operating center appears to have been Schenec- 
tady. Thus Mr. Coffin apparently served as a connecting link 
between the financial interests and the operating force, while the 
active management was probably left very largely to the adminis- 
trative heads in Schenectady. Indeed, the whole organization 
appears to have furnished an admirable illustration of the advan- 
tages obtainable from the corporate form. 

An entirely different situation develops in the case of the West- 
inghouse company. It was very largely the product and the 
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domain of one man, the late George Westinghouse. It used to be 
a financial commonplace that “ Westinghouse was a great inventor 
but no financier, and so he went broke.”’ This seems to have been 
far from accurate. Mr. Westinghouse was a great inventor, but he 
was more. He was a consummate organizer, not only industrially 
but commercially. The first reorganization of 1891 bears ample 
witness to his financiering ability. He must have been a wonderful 
administrator, for he kept under his personal supervision over a 
score of enterprises, employing approximately three hundred 
thousand persons. In this earlier part of his career he marketed 
his own products’ and built up his own companies in the face of 
indifference and opposition such as must have crushed any but a 
gifted salesman and a skilful promoter. The remarkable thing 
about the personality of Mr. Westinghouse is that it combined 
several personalities. Displaying extraordinary ability as an 
inventor, as an administrator, as a salesman, as a promoter, and, 
jet it not be forgotten, as a financier, he established a group of 
industrial organizations which bear eloquent witness to his genius. 
And yet it was just in this kaleidoscopic combination of abilities 
that one of the chief sources of the Westinghouse concern’s subse- 
quent misfortunes seems to have existed. For it is inevitable that 
when one man attempts to carry on functions ordinarily under- 
taken by several different individuals confusion must result; and 
it is the confusion and clash of various economic functions in the 
mind and the actions of one man which appear to furnish the key 
for very many of the peculiar pieces of financiering the Westing- 
house company carried on.? 

The next point of difference provides one of the chief applica- 
tions for this statement. It has to do with the industrial and 
financial affiliations of the two concerns. The General Electric 


* Chicago Daily News, March 13, 1914, biographical sketch published at the time 
of Mr. Westinghouse’s death. 

2 Cf. Professor Taussig’s psychological consideration of the impracticality of the 
inventor in his Inventors and Money Makers, especially this statement: ‘The truth is 
. . . . that no one individual is likely to possess to a high degree different kinds of 
capacity. The mechanical genius is not likely also to be a shrewd judge, a capable 
organizer, and manager”’ (pp. 38-39). The point is not precisely the same as the one 
at issue here, but it is sufficiently similar to be of value in this connection. The book 
did not to come to hand until after the present article was in process of publication. 
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Company was just what its name implies. It had subsidiaries and 
allies of various types, but they all contributed directly to the one 
single function of manufacturing and marketing electrical supplies. 
The Westinghouse company, on the other hand, was only one of a 
number of Westinghouse enterprises.' They were all dominated 
by Mr. Westinghouse, and, as has been inferred, he probably failed 
clearly to differentiate between them. The affairs of one were con- 
sidered in relation not merely to itself but to the others. Here lies 
the probable explanation of the appearance among the Westing- 
house company’s assets of funds advanced to the Westinghouse 
Machine Company and other Westinghouse enterprises. 

The next point of difference seems also to have arisen largely 
out of Mr. Westinghouse’s inability to keep clear the limits of the 
different functions which he undertook to perform. It has to do 
with the relation of the General Electric and the Westinghouse com- 
panies toward their foreign and domestic subsidiaries. In the first 
place, the General Electric subsidiaries were General Electric sub- 
sidiaries pure and simple; the Westinghouse subsidiaries, on the 
other hand, were very often not merely Westinghouse Electric sub- 
sidiaries, but the joint enterprises of two or three of the American 
Westinghouse companies. And, in the second place, the General 
Electric Company appears to have held the securities of these 
foreign companies at just what they were worth, if not at slightly 
less; while contrary to this, the Westinghouse company, as already 
shown, appears to have put its holdings in foreign concerns at a 
value far above that ultimately realizable from them. The West- 
inghouse company seems to have undertaken the réle of promoter 
and underwriter for these companies; its reports indicate the hope 
later of selling its holdings in these companies at a profit; and mean- 
while it seems to have been so certain of the successful fulfilment of 
these hopes that it carried the holdings at values largely anticipa- 
tory. Mr. Westinghouse was a promoter, hence to him the use of 
the funds of an industrial company for gaining a promoter’s profits 
would not seem at all improper. He had the courageous optimism 


* The Westinghouse Air Brake, the Westinghouse Machine, the Westinghouse, 
Church, Kerr, and the Union Switch and Signal companies were the best known of 
these. 
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of a salesman and an inventor; so that there probably was not the 
slightest idea of deception on his part when he wrote into his assets 
profits which he was never able to make. To a man capable of 
achievements such as he had attained, the happy outcome of these 
projects probably seemed so sure that he could conscientiously 
predicate his financial operations upon the assumption that it 
already was achieved. Had Mr. Westinghouse confined his energies 
to the technical side of his work and left the rest to specialists—as 
Mr. Edison seems to have done when his firm was integrated into 
the General Electric Company—it is probable that the Westing- 
house company would not have undertaken many of the financial 
experiments which ultimately proved so disastrous. 

In that they reflect a confidence and assurance much greater 
on the part of the Westinghouse than of the General Electric com- 
pany, the remaining differences seem also deducible (though not 
so directly) from the temper and the mind of Mr. Westinghouse. 
These differences having already been pretty clearly outlined, and 
being, besides, closely interrelated, will be treated together. 

The General Electric Company maintained an attitude of 
extremely cautious conservatism. Its severe depreciation policy, 
and particularly its arbitrary holding down of the intangible asset 
values represented by patents, franchises, and good will, arose from 
this apparent persistence in preparing for the worst. Of a piece 
with this was its policy in obtaining funds. It could very well have 
issued a small amount of capital stock and of bonds, paying a 
relatively low rate of interest on the bonds and thus enabling itself 
to give its stockholders a high dividend rate, but this it refused to 
do. At the price of a relatively low dividend rate, it kept itself 
clear from the obvious dangers of this other policy. For bonds 
represent legal obligations; stock represents proprietorship. In 
good times or bad, the interest on bonds will have to be kept up, 
and failure to keep it up will force the company into the bank- 
ruptcy court. Dividends to stock, on the other hand, will have to 
be paid just so long as the company chooses to pay them, and so 
may be reduced or discontinued in the case of any difficulties. 
Conversely, the relatively small amount of bonds can be cared for 
by emergency measures which could not be thought of if the bonds 
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made up a major part of the concern’s capitalization. Again the 
General Electric Company chose to be on the safe side in the matter 
of its working capital. The maintenance of a large fund of cash 
and quickly convertible securities undoubtedly forced the company 
to suffer a considerable opportunity-cost in the foregoing of more 
profitable investments. But it also enabled the corporation to 
meet from its own resources most of the ordinary needs for its 
industrial processes. This plan, let it particularly be noted, also 
left free for the company a large reserve of borrowing power at that 
point where it would be the most useful in times of stress, namely, 
the obtaining of short-time loans. 

Turning now to the Westinghouse company, one perceives the 
absence of correspondence in practically every one of these points. 
The General Electric Company had systematically constructed 
second and third lines of defense to provide for any contingencies; 
the Westinghouse company had planned its entire campaign, it 
seems, upon the assumption that it would continue always to 
advance. The assets in general may not have been overvalued; 
certainly they were valued at a far higher rate than the more cir- 
cumspect General Electric Company thought safe. And, in cer- 
tain points already mentioned, they were without doubt unduly 
written up. The depreciation charges may have been reasonably 
safe for ordinary purposes; certainly they fell far short of those 
considered necessary by the General Electric Company to main- 
tain solvency in the face of any difficulty. Yet it is in connection 
with the methods of raising funds that the temper of the Westing- 
house policy is best shown. The company seems deliberately to 
have chosen to run all the risks involved in the obtaining of a large 
part of its capital by funded debt rather than by stock issue. A 
high dividend rate was the result, and a substantial increase of its 
income by the obtaining of premiums on the sale of this high 
dividend-paying stock followed. A vicious circle appears here. 
If the company were to continue receiving these premiums, it would 
have to continue paying the high dividends; that is, to enrich 
itself at one point, it would have to impoverish itself at another. 
Finally, in order to keep its funds open for the most favorable 
sources of investment—and especially for the semi-speculative 
enterprises already outlined—it chose to meet its immediate needs 
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out of a large floating debt, thereby burdening itself with a high 
interest charge. Here again a vicious circle develops. In order 
to use its cash for the sake of large gains—prospective and actual— 
the firm subjected itself to a severe drain so as to have the cash 
necessary for use in manufacture. Nor is this all. On the one 
hand, expansion in business would increase the need for funds, 
and these the company was in the habit of borrowing in this manner. 
Contraction of business, on the other hand, would probably accom- 
pany general depression, so that it would be increasingly difficult 
and expensive to obtain further help in this direction, and also 
increasingly difficult to maintain the expenses for the obtaining of 
these funds out of operating profits. Given prosperity, in short, 
the Westinghouse company would find its practice of borrowing 
working capital increasingly burdensome. Given depression, this 
same matter of working capital would create difficulty. And given 
prosperity followed by sudden depression—which is the situation 
that actually developed—disaster could be avoided only by great 
good fortune. Finally it should be kept in mind that, whereas the 
General Electric Company had almost its entire short-time borrow- 


ing power free for any eventualities, the Westinghouse company 
had this source of aid already pressed into service. In time of 
emergency it would have to resort to unusual and costly methods 
of temporary financing, and this is precisely what it did. 


The condition of the two concerns, both in regard to similarities 
and differences, has been discussed. The differences have been 
shown to have been largely a matter of policy, first, because the 
similarities covered practically all the fundamental points of 
organization and general status, and secondly, because the differ- 
ences relate themselves directly to the divergencies of policy just 
shown. Some notion of the relative safety of the two types of 
policy has been given and some hint of the outcome that each 
might encounter in the face of untoward circumstances. Such cir- 
cumstances the panic of 1907 offered, and it now remains to carry 
the Westinghouse Electric and Manufacturing Company and the 
General Electric Company up to and through the panic, and to 


see just how they reacted to it. 


Nites CARPENTER, JR. 
NORTHWESTERN UNIVERSITY 





THE SETTLEMENT OF DISPUTES UNDER AGREEMENTS 
IN THE ANTHRACITE INDUSTRY’ 


In the approaching conferences between the anthracite operators 
and representatives of the mine workers on the renewal of the 
agreement which expires on March 31, 1916, the method of settling 
“grievances” arising during agreements has already been fore- 
casted as one of the most important questions. At the tri-district 
convention of the United Mine Workers held last September at 
Wilkesbarre, Pennsylvania, demands were formulated which 
included the establishment of additional machinery for concilia- 
tion in each district, less delay in the settlement of disputes, and 
the placing of such fundamental questions as detailed wage-scales 
and conditions of work within the jurisdiction of the conciliation 
machinery provided for by agreements.” 

The full significance of these demands cannot be appreciated 
unless they are considered in their relation to the developments 
and the tendencies that have been manifested in the history of 
conciliation and arbitration of grievances since the award of the 
Roosevelt Anthracite Coal Strike Commission was made in 1903. 
While this award furnished the principles and the chief machinery 
for settling disputes and grievances in the establishment of a Board 
of Conciliation for the entire Pennsylvania anthracite field, there 
have been at least two important tendencies in the adjusting 
of grievances arising under the agreements made subsequent to 
the award. One is seen in the development of additional machinery 

* Much of the data included in this paper does not exist in documentary form. 
For this reason the writer desires to make general acknowledgment to union officials, 
workers, and operators in the anthracite field for much of the material. Particularly 
does he acknowledge his indebtedness to Professor George E. Barnett, Dr. Selig 
Perlman, and Mr. John H. Bradford, who were associated with him on the staff of 
the United States Commission on Industrial Relations at the time the greater part 
of the material was gathered. 

2 The “tri-district convention” is composed of delegates from the three districts 
of the United Mine Workers of America in the Pennsylvania anthracite field. This 


convention formulates and adopts a series of demands upon the operators which later 
become the principal issues in the negotiations of agreements. 
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for conciliation of matters before they reach the Board of Concilia- 
tion. This development has taken the form of methods by which 
questions can be settled locally at the collieries or in the districts 
in which they arise. The other tendency has been toward the 
settlement, by the system of conciliation and arbitration, of matters 
of far greater importance than were originally contemplated. 
This development has been due not only to the fact that new and 
unforeseen questions arose, such as the introduction of new coal- 
cutting machines, but also to the facts that increasing emphasis 
has been given to matters that were within the jurisdiction o the 
conciliation and arbitration system, and that greater confidence 
in the efficacy of such a system to settle disputes has been felt. 
Among the effects of these two developments have been a strength- 
ened prestige and’ an increased membership of the United Mine 
Workers in the anthracite field, an effective means of educating 
immigrant workers in unionism and in collective relations with 
their employers, and, apparently, a more firmly established basis 
for collective bargaining in the industry. 

Some of the more important features of the evolutionary 


development of the conciliation and arbitration of disputes under 
the agreements may be indicated by reviewing (1) the development 
of the machinery of conciliation and arbitration of these disputes, 
(2) the working of this machinery in practice, and (3) the general 
character of the matters coming up for settlement as well as of 
the settlements themselves. 


I. THE DEVELOPMENT OF METHODS OF SETTLING DISPUTES 


Two methods of adjusting disputes and grievances have been 
in existence ever since 1903, when the award of the Anthracite 
Coal Strike Commission was made. One method was conciliation, 
at first by a bipartisan Board of Conciliation for the entire anthra- 
cite field, and later by local and more direct agencies and means in 
addition to the central board. The other method was arbitration 
by umpires appointed by the federal circuit court in the anthracite 
section of Pennsylvania. To these umpires are referred matters 
which cannot be settled by the Conciliation Board. The method 
of conciliation has undergone several important developments, 
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while the method of arbitration has remained practically unchanged 
since 1903. The development of conciliation methods may there- 
fore be reviewed in some detail. 

As constituted by the Anthracite Coal Strike Commission’s 
awards, the plan of conciliation was as follows: 


IV. The Commission adjudges and awards: That any difficulty or dis- 
agreement arising under this award, either as to its interpretation or applica- 
tion, or in any way growing out of the relations of the employers and employed, 
which can not be settled or adjusted by consultation between the superin- 
tendent or manager of the mine or mines, and the miner or miners directly 
interested, or is of a scope too large to be so settled or adjusted, shall be referred 
to a permanent joint committee, to be called a Board of Conciliation, to consist 
of six persons, appointed as hereinafter provided. That is to say, if there shall 
be a division of the whole region into three districts, in each of which there 
shall exist an organization representing a majority of the mine workers of 
such district, one of said Board of Conciliation shall be appointed by each 
of said organizations, and three other persons shall be appointed by the 
operators, the operators in each of said districts appointing one person. 

The Board of Conciliation thus constituted, shall take up and consider 
any question referred to it as aforesaid, hearing both parties to the controversy, 
and such evidence as may be laid before it by either party; and any award 
made by a majority of such Board of Conciliation shall be final and binding on 
all parties. If, however, the said Board is unable to decide any question 
submitted, or point related thereto, that question or point shall be referred 
to an umpire, to be appointed, at the request of said Board, by one of the circuit 
judges of the third judicial circuit of the United States, whose decision shall be 
final and binding in the premises. 

The membership of said Board shall at all times be kept complete, either 
the operators’ or miners’ organizations having the right, at any time when a 
controversy is not pending, to change their representation thereon. 

At all hearings before said Board the parties may be represented by such 
person or persons as they may respectively select. 

No suspension of work shall take place, by lockout or strike, pending the 
adjudication of any matter so taken up for adjustment. 


It will be noted that the award provided for: (a) local concilia- 
tion by superintendents or managers of the mines with the miners 
directly interested, without however providing for any machinery 
for formal methods; (6) conciliation by a joint committee or 
board representing operators and workers of the entire industry 
of disputes on all questions which (1) cannot be settled locally, 
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and (2) are of too great a scope to be settled locally, the majority 
decision of the board to be final and binding. 

The local settlement of disputes was merely inferential from the 
provisions of the award, and no specific provision for such settle- 
ment was made in any agreements until 1909. The Board of 
Conciliation, however, early in its existence recognized the inference 
in the 1903 award. At its organization meeting the Board provided 
by resolution that grievances must, in the effort to secure settle- 
ments without resort to the Board, be referred, seriatim, (1) to 
the foremen of mines, (2) to company superintendents, and 
(3) to the two members of the Board in the particular district 
who must first confine their efforts to get the operators concerned 
to see the complainants and consider the grievance.t The object 
of this resolution was to compel the employer to deal directly 
with the complaining employee,” as well as to secure as large a 
number of local settlements of disputes as possible. This resolu- 
tion was in force for six years and was the forerunner of the following 
provision of the agreement of 1909: 

Any dispute arising at a colliery under the terms of this agreement must 
first be taken up with the mine foreman and superintendent by the employee, 


or committee of employees directly interested, before it can be taken up with 
the Conciliation Board for final adjustment. 


Still no local machinery was definitely provided for the settling 
of disputes, the employers insisting on dealing with their employees 
as directly as possible and without recognizing the union to such 
an extent as to concede a provision for permanent or regularly 
constituted committees representing the local bodies or organiza- 
tions of mine workers. The question of the convenience of local 
conciliation methods thus became involved in the question of 


* F. J. Warne, “Trade Agreement in the Coal Industry,” Annals of the American 
Academy of Political and Social Science, September, 1910, pp. 91-92. 


? This procedure had already been provided for so far as the union was concerned 
by the constitution of the United Mine Workers of America which provided that when- 
ever any dispute arises between the members of a local union and their employers, it 
is the duty of the officers of the local union concerned to endeavor to bring about a 
settlement by peaceful means. If amicable methods fail, then the local union officers 
may notify the district officers. If the district officers fail to bring about a peaceful 
settlement, they may order a strike. See Art. X, sec. 1, of the constitution. 
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recognition, and the status of conciliation as fixed in 1903 under- 
went no material change until 1912. 

The mine workers in 1912 made a specific demand for ‘‘a more 
convenient and uniform system of adjusting local grievances within 
a reasonable time limit.” The agreement of 1912 contained the 
following provision: 


(d) At each mine there shall be a grievance committee consisting of not 
more than three employees, and such committee shall under the terms of this 
agreement take up for adjustment with the proper officials of the company all 
grievances referred to them by employees who have first taken up said grievance 
with the foreman and failed to effect proper settlement of the same. It is also 
understood that the member of the Board of Conciliation elected by the Mine 
Workers’ organization or his representative may meet with the mine committee 
and company officials in adjusting disputes. In the event of the mine com- 
mittee failing to adjust with the company officials any grievance properly 
referred to them they may refer the grievance to the members of the Board of 
Conciliation in their district for adjustment, and in case of their failure to 
adjust the same they shall refer the grievance to the Board of Conciliation 
for final settlement, as provided in the Award of the Anthracite Coal Strike 
Commission and the agreements subsequent thereto, and whatever settlement 
is made shall date from the time the grievance is raised. 


It will be noted that the above clause provided for two additional 
steps in conciliation intermediate between the direct settlement of 
disputes by local mine managers or superintendent and employee 
or employers interested, and the reference of disputes to the Con- 
ciliation Board, as follows: 


a. Reference to grievance committees of employees at each mine, the 
committees to deal with the officials of the company owning the mine; 

b. References to the two members of the Board of Conciliation of the 
district, one of whom, according to the system already in existence, represents 
the employers and the other the workers. 


Since 1912 a new feature has been evolved in the form of 
“general grievance committees” composed of representatives from 
local communities. These committees exist among the employees 
of certain companies, notably the Delaware and Hudson, in some 
sections of the field, and among the employees of an entire section, 
as in the case of the Schuylkill region. They are not provided for 
in the agreement and are not recognized by the Board of Concilia- 
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tion. Their origin seems to have been in the work of local grievance 
committees which, according to the terms of the 1912 agreement, 
met with company officials within sixty days after the agreement 
was signed, to prepare statements “setting forth the rates of pay 
to be certified to the Board of Conciliation.” For purposes of 
convenience, it appears, certain companies met with representatives 
of all the local grievance committees from their own collieries, and 
these representatives afterward undertook to become separate en- 
tities. They first attempted to make new adjustments in the wage 
scales involving changes in the system of differentials, and later 
tried to deal collectively with general questions affecting the mine 
workers. Not only were they not recognized by the employers 
and the Board of Conciliation, but their existence has been fought 
by the leaders of the union. In the 1914 convention, for example, 
of the United Mine Workers in District No. 1, the question occa- 
sioned a good deal of strife and the union was well divided. It 
appears to be clear that those who were critical of the adminis- 
tration in the union were disposed to side with the advocates of 
general grievance committees and that the controversy assumed 
a somewhat political character within the union. 

Whatever may have been the influence of this faction in shaping 
the 1915 demands, it is significant that in addition to a demand 
for “more simplified and speedy methods of adjusting grievances” 
there is now a demand for conciliation of questions involving the 
“arrangements of detailed wage-scales, and the settlement of 
internal questions both as regards prices and conditions” by refer- 
ence to ‘‘the representatives of the operators and miners of each 
district.” If the last-named demand is acceded to, not only will 
the machinery for the adjustment of disputes under the agreement 
be enlarged, but the assignment of the larger questions involving 
wage rates and conditions of work to the field of its jurisdiction will 
greatly add to the importance of the local adjusting bodies. 


II. THE CONCILIATION AND ARBITRATION PLAN IN PRACTICE 


The actual operation of the machinery of settling disputes and 
grievances arising under agreements may be reviewed briefly under 
the following heads: (1) the conciliation plan in practice; (2) the 
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arbitration plan in practice; and (3) cessations of work occurring 
during agreements. 

1. The conciliation plan in practice.—With the plan of concilia- 
tion, as it has developed up to the present time, in mind, its work 
in actual practice suggests several points for special consideration. 
Among these are the appellate principle in the reference of matters 
coming up for settlement, the tendency toward settling disputes 
as near to the point of impact as possible, the frequency of disputes 
and grievances, the effects of conciliative methods on the numerical 
strength of the union, the relation of the immigrant mine worker 
to the conciliation plan, and the importance of the personal equa- 
tion in settling disputes under the conciliation plan. 

a) There are no provisions concerning appeals from decisions 
made at any point in the series of references except the provisions 
setting forth the finality of the decisions of the Board of Concilia- 
tion and of umpires. From the decisions of the Board and of the 
umpires, according to an explicit provision in the 1903 award and 
in the subsequent agreements, no appeals can be made, although 
on one occasion an appeal was made, with the consent of both 
sides, to a member of the federal judiciary for the settlement of a 
question on which an umpire and the operators’ representatives 
on the Conciliation Board disagreed. This, however, was an 
extraordinary case for which no provision had been conceived. 
While there is provided a method of progressive reference of dis- 
putes, starting at the point of impact at the colliery itself, and 
ending with an outside umpire named by an outside authority, 
the possibility of judicial review is very slight. There are three 
points in the series of references where disputants can present their 
case to a third party—the district Board members, the Concilia- 
tion Board, and the umpire—and where the element of review and 
of adjudication seems to exist. At the two other points, the com- 
plaining employee and mine boss, and the grievance committee and 
the company official, there is no review or adjudication whatever. 
But even where the first two steps in conciliation fail and the matter 
in dispute goes to the two members of the Conciliation Board, it 
does not go as a case on its merits, but as a matter on which the 
two Board members, with their knowledge of the attitude and of 
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the precedents of the whole Board, may be able to settle. Further- 
more, even the Board itself is frankly regarded as bipartisan, and 
while the disputants present their cases in a formal way to the 
Board for a decision, the element of conciliation is intended to be 
predominant. In other words, the entire series of references up 
to the umpire is a series of attempts by representatives of both 
sides to a dispute to settle out of court rather than in court, and it 
is taken for granted in all of the steps in this series and expressly 
provided in one that when a settlement is made it is final because 
it is a real settlement of the dispute. 

The fact that certain precedents have grown up in the Board 
of Conciliation in the settlement of certain disputes does not 
essentially invest the Board with judicial authority, although it 
may be an evidence of a judicial habit. The entire plan of settling 
disputes under the agreement, therefore, is so constructed as to 
eliminate, as far as possible, the element of arbitration, or of judicial 
review, by any other kind of a body than a strictly equipartisan 
one, except as a last resort.* The appellate principle is strikingly 
absent, so far as the form of reference of disputes is concerned. 

At the same time, it must be remembered that the average 
individual mine worker naturally looks upon the entire process of 
settling disputes as a series of appeals from the decisions of his 
employer or of his employer’s representatives. He has been 
accustomed to look for compulsion from this employer, and at one 
time his only method of appeal from his employer’s decision was 
the strike. The new method of “conciliation” is to him a means 
by which he can refer his employer’s decision to some other author- 
ity. The extent to which the agreement is an actual contract 
between employer and employees is the measure of the correctness 
of his view. 

b) Provision for methods of conciliation has naturally resulted 
in a large number of separate disputes and matters coming up for 
conciliation. While no statistics are available for the years prior 

t The testimony of John Mitchell at the Washington, D.C., hearings of the United 
States Commission on Industrial Relations showed very clearly his opposition to the 
submission of differences to a third party. Mr. Mitchell was the mine workers’ 


representative before the Anthracite Coal Strike Commission whose awards laid the 
basis for the present plan. 
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to 1903, there is evidence that for a number of years prior to the 
general strikes of 1900 and 1902, labor disputes were few and far 
between and grievances were rarely aired.’ Since the 1903 award 
went into effect, the number of complaints submitted to the Board 
of Conciliation by years, has been as follows: 


Number of Complaints Number of Complaints 


The large number of grievances coming up immediately after 
the award went into effect and the increases in 1910 and 1913 
following amendments to the award are significant. Many of 
these cases were caused by the need for interpretation of the awards 
and the new agreements; others were due to the fact that outlets 
for grievances were provided especially in the case of the 1903 
award and the 19:2 agreement.? But the foregoing statistics do 
not exhibit the actual number of grievances since they do not 
include those which are settled without reaching the Board. 
Unfortunately no records are kept of grievances and disputes 
which are settled without reference to the Board or umpires; but 
it is asserted by members and officials of the Board that their 
number has greatly increased since 1912. 

c) The foregoing considerations suggest a tendency toward 
stopping disputes near or at the point of impact. Aside from the 
creation of new local machinery by the 1912 agreement, and aside 
from the concomitant provision for reference to the two district 
members of the Conciliation Board before reference to the entire 
Board, the conciliation work of individual members of the Board 

t Assertions to this effect have been made by operators at various times. See 
Report of the Anthracite Coal Strike Commission and proceedings of conferences. 

2 The mine grievance committee was characterized to the writer by labor leaders, 
as a benefit to the worker, because local machinery was thereby afforded by which a 
worker could present a grievance and have it settled without going to the Conciliation 
Board, and by which the opportunity for the settlement of grievances was made greater 
than ever before. It is natural, therefore, that the opportunity should be taken 
advantage of. 
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before 1912 showed a considerable growth. An increasing propor- 
tion of grievances, it has been stated by members of the Board, 
never reach the Board, because they are settled either by the 
union member of the Board or by the two members of the Board 
in a district. The provision of the 1912 agreement referred to 
above was, therefore, little more than a formal recognition of the 
work of these conciliators. It is a significant fact, perhaps, that 
the number of grievances settled by agreement, usually by mem- 
bers of the Board in the district in which the grievance originated, 
was much larger proportionately from 1909 to 1912 than from 
1903 to 1906, as Table I shows. 


TABLE I 


DISPOSITION OF GRIEVANCES BROUGHT BEFORE THE ANTHRACITE BOARD OF 
CONCILIATION, 1903-12 





Number Brought up in 
Disposition of Grievances — aon 
1903-6 1909-12 








Complaints on which the Board took no action: 
Settled by agreement of both parties 14 
Withdrawn by complainant 53 
Refused by Board 5 

Complaints decided by the Board: 
Employees sustained 31 
Employers sustained 19 

Complaints going to umpire and decided: 
For employee 6 
For employer 15 











143 26* 








* About six in all were pending when the report of the Conciliation Board was published. 


Thus 1o per cent of grievances presented to the Board in 1903-6 
were disposed of by means of settlements by agreement of operators 
and mine workers immediately concerned, 12 per cent in 1906-9, 
and over 28 per cent in 1909-12. 

d) The creation of machinery for the local conciliation of dis- 
putes has unquestionably aided the rapid growth of the union 
since 1912. Confidence in the ability of the organization to obtain 
the settlement of specific grievances arising at the collieries has 
resulted, and membership in the union has meant tangible benefits 
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to the mine worker. This effect has been much greater under the 
Igr2 agreement than under the preceding agreements, because of 
the provision for colliery grievance committees. The grievance 
committee is both an inducement to the mine worker to join the 
union in order to gain the benefit of collective action on matters 
of local interest, and a weapon which the union organization uses 
to force him to join. 

No provision was made as to the manner in which the grievance 
committees are to be selected. There is reason to believe that such 
a provision was purposely omitted, since it would involve more or 
less formal recognition of the union local. In practice the com- 
mittees are chosen by the union local and have refused to take up 
grievances of non-union workers; in fact it has been asserted that 
this is the usual procedure, and that the mine committees are 
nothing more than an active auxiliary to the uhion campaign for 
membership and the “button strike’”’ method of compelling non- 
union mine workers to join the union. There seems to be no doubt 
that the mine grievance committee has had the effect of aiding the 
unusual increase in union membership since 1912. The practical 
recognition by the employers of local bodies representing the local 
unions was certainly a factor of great importance in stimulating 
the immigrant mine worker to join the union because it enabled 
him to see with his own eyes a concrete piece of industrial machinery 
which stood ready to take up his grievance and if need be to carry 
it “higher up” for adjustment. It was natural, therefore, that he 
join the union in order to acquire a standing before the committee; 
if he did not join, he would face the opposition of the committee 
when he had a grievance to be aired. 

e) The accusation that there has been more delay in the settle- 
ment of disputes than is necessary has been frequently made 
by mine workers. How far avoidable delay occurs is difficult to 
determine. Data relative to the length of time required to settle 
disputes under the agreements are incomplete for two reasons: 
(x) the date on which action was taken by the Conciliation Board 
in cases referred to it is usually not given in the reports; (2) no 
records are kept of the disputes which do not reach the Board. 
The report of the Conciliation Board for 1903-6 gives a recapitula- 
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tion which is complete, but this is not given in subsequent reports. 
Following are the data for 1903-6 under the awards:* 


Hearings or Action Taken Within Action of Umpire Within 
One month Two months 
Two months Four months 
Over two months Seven months 


While no records exist of the grievances referred to mine com- 
mittees under the 1912 agreement, it appears to be generally 
thought that disputes have been settled by the new plan of con- 
ciliation with less delay than formerly. Frequently the first step in 
conciliation, the effort to settle differences by direct conference 
between mine boss and complainants, is omitted and the grievances 
are first brought by the mine committees, and usually these griev- 
ances are promptly settled, unless they are referred, by a conference 
of committee and company officials. The 1912 provision permit- 
ting the union member of the Conciliation Board for the district 
to sit in these conferences, aids in the prompt settlement of disputes, 
since the Board member knows pretty well what the prospects for 
a successful reference of a dispute to the Board are, and he advises 
the committee accordingly. His knowledge of precedents also 
serves to guide the settlement of local grievances. The concilia- 
tion work of the two members of the Board from the district in 
which a grievance originates serves to prevent delay by bringing 
about settlements without reference to the Board. More business- 
like methods of procedure have also served to lessen the time 
required for final action on a grievance. The Board of Conciliation 
meets regularly twice a month. In 1914, 90 meetings were held 
for the disposition of grievances, besides frequent conferences 
between the two district members of the Board and between 
the individual members and the grievance committees and 
complainants. 

Under the present methods, it does not seem that there is 
unwarrantable delay in obtaining decisions on matters coming 
up for settlement. The members of the Board of Conciliation 
have other duties than those attached to their office. The cases 
coming up before the Board frequently require the taking of 


* Report of Board of Conciliation for Three Years Ending March 31, 1906, p. 335. 
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lengthy testimony and the evidence must be carefully digested 
before a decision can be made. Many trivial cases consume the 
time at the Board’s disposal. In some instances the decisions 
require more than one conference; the matters involved are often 
questions on which careful interpretations must be made or actual 
conciliation is needed. In fact, it appears to be true that most 
of the cases of apparent delay are not so much the fault of the 
Board of Conciliation as of the character of the cases themselves. 
Frequently, where a grievance is brought up which is without 
sufficient basis, it is not pressed. Either it is postponed in order 
to secure further evidence or else it is not withdrawn and is allowed 
to stay on the “docket” because a member of the Board does not 
wish to confess to his constituents that he has not been able to 
secure favorable action; hence the Board is blamed for delaying 
action. The realization that less delay can be brought about only 
by additional conciliation machinery is clearly manifested in the 
mine workers’ 1915 demands. 

f) The attitude and the character of those who compose the 
Board of Conciliation and the local grievance committees are an 
important factor in the settlement of matters under the agreements. 
This is inevitably so, for several reasons, although the effect of the 
‘personal equation” cannot be statistically stated. The members 
of a Board of Conciliation which meets regularly and frequently 
to pass on questions that often involve the same general principles 
learn to know each other personally and to understand in an inti- 
mate way the position, with reference to their constituencies, in 
which they are placed. The character of the grievances coming 
before the members of the Board and even their disposition depends 
a good deal on this personal element. In one district, the mem- 
bers of the Board representing the employers and the union may 
understand each other better than in another district, and work 
together with greater facility. In another district, the union mem- 
ber of the Board may be inclined to be a union “politician” and 
to insist on points that will increase his prestige with his constitu- 
ents. This will result in some friction and appears to hinder rather 
than help conciliation. A trivial case may be pushed more because 
of the publicity it happens to get than because of the importance 
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of the principle involved. For example, a breaker boy was dis- 
charged by a company for some infraction of the rule. After eight 
days the boy found employment in a mill at better wages than 
he was getting on the breaker. A grievance was presented on the 
ground that the boy was unjustly discharged. The boy did not 
want to return to the breaker because he was getting better wages 
than he did as a breaker boy, but the issue was made on payment 
of his wages for the eight days he was idle. The principle that a 
discharged worker ought to be paid for time lost if he lost it through 
no fault of his own had long been established, so that in this case 
the fundamental principle was not at stake, but his wages at a 
dollar a day. The attitude of the district union member of the 
Board was such as to cause the grievance to be brought before the 
whole Board where it was necessary to hear a large amount of 
testimony and to take up a half a day’s time of the Board. The 
question involved had its right or its wrong, of course, but the 
inability of the two members of the Board to adjust so small a 
matter was probably due to the desire of one of them to gain sup- 
port for himself among his constituents. An employer member 
of the Board may likewise be so great a stickler for technicalities 
that friction may continually result. In another district, the two 
members may work together well, rarely present a case for decision 
by the Board, and never do so unless it involves a new issue or a 
new interpretation of the agreement. The opinion has been 
expressed that the union member under such circumstances has 
been able to gain more concessions on account of his personality 
and his attitude than other union members of the Board. 

While the personal element cannot be accurately measured, one 
cannot but be impressed with its importance in the actual work 
of the Board of Conciliation as a whole and particularly in the 
work of its members. The longer the process of conciliation goes 
on, the greater seems to be the importance of the “personal equa- 
tion,” especially in the settlement of matters by local conciliation 
and by the district Board members. Even the origin of grievances 
is affected in this way. At some collieries are the aggressive 
individuals—the ‘trouble makers”—in the leadership of the local 
union, and at these collieries grievances occur with so much greater 
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frequency that their real cause cannot be doubted. It has been 
said that if the local grievances could be charted on a map of the 
anthracite field, it would be seen that in certain sections and par- 
ticularly at certain collieries the grievances would be concentrated, 
while other collieries—the majority—would receive no distinguish- 
ing mark. And while the natural tendency is for the personal 
element to be discounted by the Conciliation Board, its bearing 
on the general problem of industrial relations and their adjustments 
is great, even if indefinite. 

g) The fact that the newer immigrant races compose so large 
a proportion of the anthracite mine workers is an element of great 
importance in the operation of the conciliation plan. The inexperi- 
ence of this group of workers in collective bargaining, their ignor- 
ance of American points of view, of the real issues at stake, and of 
the purposes and aims of unionism, and the characteristics peculiar 
to the various races represented, have injected into the situation 
elements so complicating as to menace at times the success of the 
work of conciliation. In spite of what naturally appear to have 
been insuperable obstacles, however, it may be confidently said 
that the conciliation plan has been fairly successful in dealing with 
the immigrant and that the immigrant has gradually been educated 
in its aims and methods to a far greater degree than would be 
expected. 

Roughly speaking, about 80 per cent of the United Mine 
Workers’ organization in the anthracite field is composed of Polish, 
Italian, and Roumanian immigrants. This large proportion has 
been secured, so far as active organization by the union is concerned, 
by employing organizers of different nationalities; by printing the 
union constitution, by-laws, and rules of procedure, and the agree- 
ment, in the different languages; by allowing immigrants to hold im- 
portant offices in the local unions and even in the district organiza- 
tions; and by the enforced payment of dues through “button 
strikes” and the work of the grievance committees. Either the 
president or a vice-president of nearly every local is of one of 
the nationalities of newer immigrants and he is intrusted with the 
duty of translating the debates and rulings for the information 
of members who cannot understand English. It seems to be true 
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that the newer immigrants are inclined to have a passive attitude 
toward the activities of the locals and the union organization, but 
as they become more Americanized they gradually take a more 
active part. Not only are they prominent among the officers of 
the local and district organizations, but they are active members 
of grievance committees, constitute a large proportion of the dele- 
gates to the district and joint district conventions, which determine 
the policies of the union in collective bargaining, and have been 
on the conference committees to meet the operators. That their 
increasing strength and influence in the union is regarded with 
apprehension by some of the natives and of the older group of 
immigrants is not disguised. At the same time, it is also recog- 
nized that the longer the experience the immigrant has, the more 
conservative he becomes and the more inclined he is to work with 
the element which has been in control of the policies of the union. 

The position which the newer immigrant has attained has not 
been without difficulty, both on his part and on the part of the 
older and native element, or without perils to the cause of unionism. 
The emotionalism of the newer immigrant, his ignorance, his 
totally different point of view, and his frequent inability to see the 
larger issues at stake beyond trivial or mere personal grievances, 
have been serious obstacles to conciliation. The tendency on the 
part of the newer immigrants to take quick group action on matters 
on which the individual would hesitate perhaps even longer than 
the older immigrant or the native, has been and is another difficulty. 
For example, newer immigrant individuals have been interviewed 
when a grievance was pending with regard to their attitude and 
their understanding of unionism and the trade agreement and have 
shown an understanding and appreciation that were unmistakabie. 
On the very evening of the day they were interviewed they have 
been among the first to shout “Strike!” at a meeting of their 
local where the grievance was aired. Counterbalancing these 
characteristics and tendencies, however, is the willingness of the 
newer immigrant to be led by members of his own race who are 
in sympathy with conservative policies. Sometimes it is necessary 
to make an emotional appeal to him on the grounds of loyalty 
to the union; at other times, calm reasoning will be sufficient, 
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especially if he can be dealt with individually. Accustomed as 
he has been to a sort of feudal relationship to his landlord in the 
country of his birth, the basis of which was the opportunity to 
obtain assistance in times of distress, he now looks for guidance to 
the older immigrants of his own nationality. His unionism, while 
emotional, is at the same time personal. Without the influence 
of the leader of his own race an agreement would have little weight, 
and conciliation would have small meaning; he would either become 
a rampant radical or he would be a serf. But under the influence 
of conservative leaders he is becoming educated in the point of 
view which is necessary to collective relations with the operators. 
Unionism in the anthracite field has become an effective factor 
in assimilation, breaking down racial solidarity, training the newer 
immigrant in conservative action, and bringing him in close touch 
with native and older immigrants. This fact is strikingly apparent 
to anyone who has had the opportunity to observe the situation 
during the last few years. 

The operators, while complaining that the mine workers them- 
selves—especially the “foreign’’ element—have not been capable 
of collective action, particularly where they are allowed to act 
directly through colliery grievance committees, are appreciative of 
the difficulties of the union leaders in controlling the newer immi- 
grants, and have made concessions with the specific purpose of 
enabling this control to be more completely exercised. They 
are disposed to look upon the efforts of the union leaders as sincere, 
and at least some of them are willing to lessen and even to remove 
what has been an obstacle of their own making, the absence of 
formal and complete recognition. For if a closed shop could be 
authoritatively maintained, the control of the newer immigrant 
element would, it is claimed by union leaders, be very much more 
easily accomplished and collective relations would be more solidly 
established. 

Thus, under the conditions which are found actually to exist, 
and with the forces at work, there is a tendency of an unmistakable 
kind. The longer the immigrant stays, the better educated he is 
in collective bargaining, the more amenable he is to American 
procedure, and the clearer is his conception of his responsibilities. 
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He does not seem to have injected any permanent radicalism into 
unionism in the anthracite field. The I.W.W. movement never 
succeeded in gaining a foothold, for example. The immigrant 
mine worker seems to be assimilating the ideals and the philosophy 
of the unionism that he finds, rather than molding or changing 
them in any appreciable degree. 

2. The arbitration plan in practice——The method of arbitra- 
tion of disputes provided by the Anthracite Strike Commission 
in its 1903 award was set forth as follows: 

If, however, the said board [Board of Conciliation] is unable to decide any 
question submitted, or any point related thereto, that question or point shall 
be referred to an umpire, to be appointed, at request of said board, by one of 
the circuit judges of the third judicial circuit of the United States, whose 
decision shall be final and binding in the premises. 


This method has remained without change under the subsequent 
agreements. The umpire is chosen for each case as it comes up, 
and the contingency of a deadlock in choosing an umpire is pre- 
vented by having his appointment in the hands of a federal judge in 
the anthracite section. In practice, however, both parties are 


consulted and as a rule have been able to agree on the man to be 
named, and the choice has been so closely confined to three men, 
former United States Commissioners of Labor Carroll D. Wright 
and Charles P. Neill and former United States Circuit Judge 
George Gray, all of whom were connected in official capacities with 
the Strike Commission, that the principle of permanent umpires 
may be said to have been followed. The first two named were 
national officials while acting as umpires except in the case of Dr. 
Neill who was employed as umpire for several years after his resig- 
nation as Commissioner of Labor. Furthermore, all of them may 
be considered expert arbitrators, expecially Dr. Neill, whose 
experience in this line has been extensive and varied. 

A rather unusual situation occurred in 1904, when reference was 
made to Judge Gray, then of the United States Circuit Court, after 
Umpire Wright had given a decision. The question arose in 1903 
whether deductions could be made from the wages of all of the 
miners at a colliery for the payment of check weighmen or check 
docking bosses when only a majority of the miners had petitioned 
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for the installation of weighmen or bosses. The Board of Con- 
ciliation decided, in July, 1903, on a case presented to it, that check 
weighmen or check docking bosses should be installed when a 
majority of the miners petitioned, but that collections for paying 
their salaries or wages could be made only from those miners who 
consented. In October, 1903, the question came up again to the 
Board in another grievance case in which it was claimed that cer- 
tain operators had refused to collect a certain sum from each 
miner for the payment of weighmen or docking bosses. The 
Board divided on this occasion, and the question went to an umpire. 
Umpire Wright did not sustain the grievance as it was presented— 
he made rulings that sustained the contentions of the complainants. 
The operators’ representatives on the Board, however, claimed that 
the umpire had no authority to reverse a decision of the Board. 
As a way out of the difficulty, the interests represented on the Board 
agreed to submit the interpretation of the award to Judge Gray, 
agreeing to abide by his decision, whether it meant discharging the 
umpire’s rulings or rescinding their own decision of July, 1903. 
Judge Gray, after a lengthy review of the case in all of its aspects, 
interpreted the award in the same way as Umpire Wright. 

The distinctly arbitrative nature of this reference is seen, first, 
in the fact that the representatives of mine workers and of operators 
had clashed and deadlocked, and, second, in their agreement to 
abide by the opinion of Judge Gray even if his opinion should have 
been contrary to the umpire’s decision. In other words, the situa- 
tion was a peculiarly critical one. While the technicality of the 
authority of an umpire to reverse a decision of the Board was intro- 
duced, the real question was fundamentally similar to that of the 
check-off. The creation of a miners’ fund by deducting a specified 
sum fixed by a majority of the miners and the precedent of deduct- 
ing it from all the employees’ wages at the demand of those em- 
ployees who were members of the union locals were looked upon as 
constituting a dangerous precedent. It was an instance where the 
plan of conciliation and arbitration broke down and where it was 
necessary to create new, although temporary, machinery to bring 
about a settlement. 

This was, however, the only instance of its kind. 
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3. Cessations.—The number of cessations of work cannot be 
exactly determined prior to 1913, nor can cessations be distinguished 
from suspensions incident to the making of agreements in those 
years in which agreements were made. In other years, however, 
the number of cessations was inconsiderable except for 1913. The 
following statistics (Table II) show the number of men on strike, 
the days lost from work, and the average days lost per striker in 
the years in which agreements were not made. In cases where 
“None” appears, either there were no cessations at all or the num- 
ber was so slight that it was not included in the tabulations of 
the United States Geological Survey. 


TABLE II 








2 Average Number of 
Number of Men Total Days Lost 
on Strike from Work sage Doss aor Man 





None None None 
None None None 
2,228 34,103 15 
4,998 33,986 7 
None None None 
None None None 
2,853 15,739 
5,900 36,958 
64,086 481,678 
26,115 179,743 














From Table II it will be seen that the cessations from 1901 to 
1911, inclusive, were inconsiderable. They were in the form of 
local colliery strikes of short duration and were caused by local 
disputes over local questions, according to statements of union 
officials and the mine operators. The United States Geological 
Survey reports no cessations at all in 1901, occasional cessations 
of short duration and having little effect on coal production in 
1903, and only five small strikes in 1904. 

In 1910, the year after the 1909 agreement for three years had 
been consummated, there were stated to be a few cases of temporary 
shut-downs because of labor difficulties. Only one instance occurred 
in which the idleness extended over 12 days, most of the troubles 
lasting from one day to one week. Some idea of their causes may 
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be gleaned from the complaints made by operators to the Concilia- 
tion Board and the employees’ answers. Only six of these com- 
plaints were made from 1903 to 1912 and in four of them the causes 
are shown as follows: 


May, 1903—Demand of men that pay days be unchanged. 

July, 1903—Demand of men for increased pay, the issue being an inter- 
pretation of the 1903 award. 

August, 1904—Demand of men to test coal scales at mine. 

February, 1907—Refusal of men to clean coal. 


The cessations in these instances lasted a few days, with the 
exception of the second one named, which lasted four months and 
involved 60 men. 

Under the 1912 agreement the cessations have been more 
numerous than under the award or the previous agreements. 
According to the report of the Bureau of Anthracite Coal Statistics," 
the suspension pending the making of a new agreement, which 
lasted from April 1 to May 20, 1912, accounted for all of the idle 
days caused by strikes; hence, it must be assumed that no cessa- 
tions of work occurred. In 1913, however, 64,086 men were on 
strike, losing 481,678 work days, or an average of 8 days per striker. 
There were strikes at ninety-three different mines during the year. 
In 1914 the number of strikes was smaller, less than one-third as 
many men were involved, and the average duration of the strikes 
was less. In 1915 the colliery strikes have, according to unofficial 
data, shown a considerable increase. While the United States 
Geological Survey does not class these strikes as ‘serious inter- 
ruptions” from the standpoint of production,? they were regarded 
as extremely annoying by many of the operators and as evidence 
of inefficiency in the new conciliation machinery introduced by 
the 1912 agreement. They were of two kinds, petty grievance 
strikes and “button strikes.” 


* This Bureau furnished the data on the anthracite coal field to the United States 
Geological Survey from which the foregoing statement is taken (Production of Coal in 
1912, p. 42). 

2 ‘Tn consequence of the miners and operators again extending the terms of the 
awards, this time for a period of four years, there were no serious interruptions to coal- 
mining operations by labor troubles in 1913.”—Coal Production in 1913, p. 883. 
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a) Petty grievance strikes appear to be due to one of two 
causes when conditions at a colliery bring about dissatisfaction. 
The local union may be influenced by a radical or emotional leader 
to strike without employing the conciliation machinery provided 
by the agreement. The local union itself may be controlled by 
an excitable element and force its leader to agree to a strike. 
The former cause is believed by the operators to be the most 
frequent cause of petty strikes of this character, while labor leaders 
ascribe them chiefly to the presence of immigrant workers. There 
seems to be ground for the validity of both explanations. In the 
one case, the frequency of grievance strikes at certain collieries 
where, it is claimed, leaders of the types referred to are known to 
be, would tend to substantiate the operators’ view. In the other 
case, observation of actual meetings of mine locals shows that the 
immigrant workers are responsible; the introduction of concilia- 
tion methods among a population composed of peoples whose 
racial characteristics are so different from the older immigrants and 
nations may be expected to have unusual results. On the other 
hand, the tractability of the newer immigrant when he is approached 


by those who understand him is a well-known characteristic, and 
observation of actual instances has shown that the intelligent 
labor leader has been able to prevent many local strikes because 
he has known how to deal with the new immigrant unionist.’ 

b) “Button strikes” are not caused by dissatisfaction with work- 
ing conditions, but are a method of obtaining a closed shop at a 
colliery. Buttons are issued each month by the union to members 


* The prevalence of petty grievance strikes was a subject of comment in the 
report of President John T. Dempsey, of the U.M.W. District No. 1 to the annual 
convention in July, 1913. He said: “I regret that it is necessary for me to call your 
attention to the fact that during the past year violations of the laws of the organiza- 
tion and the terms of the agreement have been quite frequent. Numerous petty 
strikes for trivial causes have taken place and have been the cause of much resent- 
ment and bitterness on the part of the operators. I am of the belief that these prac- 
tices cannot result in any permanent good for our organization or its membership. 
Therefore I strongly recommend that this convention place itself squarely on record 
for the faithful observance of our laws and contracts.” 

The report of the convention’s committees on officers strongly seconded this 
advice, but the debate showed that some of the local union leaders believed that they 
had grounds for this participation in mine strikes. The report was adopted, but 
not unanimously. 
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as receipts for payment of their monthly dues. In order to enforce 
the payment of membership dues by all workers at a colliery, a 
strike of the button wearers is sometimes inaugurated to force 
the non-union workers to join. Naturally these “button strikes,” 
as they are called, occur most frequently during membership 
campaigns by the United Mine Workers. In 1913, when an effort 
to recruit the union strength was being made, they were numerous 
and occasioned vigorous protests from the operators. In 1915, 
during a campaign for members preliminary to the 1916 negotia- 
tions, they were again quite numerous. While button strikes are 
technically violations of the agreement, and the Board of Concilia- 
tion unanimously passed a resolution condemning them as viola- 
tions, the opinion has been expressed by labor leaders that if the 
operators had conceded the check-off, the closed shop, and full 
recognition, the union would be in the position of supplying labor 
according to contract instead of fighting for its existence at every 
colliery. 

Button strikes occur, as suggested above, spasmodically. In 
1914 they practically disappeared for three reasons: (1) in some 
cases, collieries were completely unionized and the custom of 
belonging to the union apparently established; (2) in other cases, 
a revulsion of feeling took place among the workers and they were 
no longer willing to lose two or three days’ pay in order to force a 
recalcitrant worker to join; (3) in still other cases the use of the 
lockout by operators as a means of punishment was effective. One 
company, for example, adopted the policy of closing down a colliery, 
where a button or grievance strike had started, for two or three 
weeks. This method of discipline, it is claimed, caused the workers 
to “think twice” before striking again and to blame the instigators 
of the strike for their loss of wages. 


Ill. SETTLEMENTS OF DISPUTES AND GRIEVANCES 


The nature of the questions coming up for settlement under the 
1903 award and the subsequent agreements has largely determined 
whether the settlements themselves are purely interpretative of 
the award and the agreements or are amendatory of them." 


* Since no records are kept of grievances or disputes unless they are brought 
before the Board of Conciliation, the data relating to these matters are confined to the 





DISPUTES IN THE ANTHRACITE INDUSTRY 277 


a) The great majority of the settlements have been interpreta- 
tive. The specific questions involved which may be classed as 
necessitating interpretative settlements have been as follows: 

(1) Questions of wages, such as advances allowed by award 
and agreements, reduction in wages (i.e., below the rates allowed), 
back pay, and interpretation of sliding scale. Some of the other 
issues indirectly required interpretation of the award and agree- 
ments, such as those involving rates for yardage, cars, size of cars, 
and topping, since the differentials and all rates of pay were per- 
mitted by the award and the agreement to remain on the same 
system as prevailed in April, 1902, the new provisions allowing 
only horizontal percentage increases. Fully half of the matters 
relating to wages were thus clearly interpretative. 


records of the Board, four volumes of which have been published, covering the period 
1903-13. It is believed that the matters coming up for settlement by the Board are 
fairly representative of the general character of all of the grievances and disputes. 
The following table presents a recapitulation of the matters coming before the Board 
for the ten years 1903-13: 

GRIEVANCES BEFCRE ANTHRACITE CONCILIATION BOARD, 1903-13 
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Check docking ‘boss and 
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Collection of union dues. .|. 
































* Cases marked “withdrawn” in the foregoing table were for various reasons, the large majority 
being when the rh of the 4 ony to the miners’ complaints plainly showed that there was no groun' 
for complaint. hers were use of compromise by parties to grievance, failure of interested parties 
to appear ~~ the Board to prosecute the cases, and complainants quitting the employ of the com- 
pany. Except for 1903-6, the records do not show the cause of withdrawal except in a general recapitula- 
tion (Report of Board of Conciliation, 1903-1906, p. 335). 

t Because complaints were out of the Board’s jurisdiction. 

¢ Definite complaints to the number of 254 were made in the period 1903-13, the division according 
to periods being as follows: 

Period Number of Complaints 
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(2) Check docking bosses and check weighmen. 

(3) Hours. 

(4) Discrimination against employees because of union affilia- 
tions, so far as it could be determined according to the definition 
of discrimination given by the award and the agreements. 

(5) Strikes of employees. 

Such matters as the price of powder and the rates or prices of 
coal paid by employees for their domestic use involved a settlement 
of the question of whether or not they could be considered as among 
those conditions existing in April, 1902, which were to remain 
unchanged. Generally speaking, the award and the subsequent 
agreements may be said to have been fairly definite in their pro- 
visions. The largest number of grievances brought before the 
Board in 1903-12 related to wages and discrimination on account 
of union affiliation, 145 out of the total of 195 being of these two 
classes. The award and the agreements definitely fixed the 
differentials existing in 1902 as the basis; the questions coming 
up, therefore, related (1) to the differentials and other conditions 
in existence before the award was made, and (2) to the method and 
the extent of the application of the terms of the award. 

b) Matters coming up for settlement which could not be dis- 
posed of by strict interpretation of the award or of the agreements. 
Only four instances of this kind, apparently, have occurred, but 
they are important because they occasioned or paved the way 
for amendments to agreements. They may be stated briefly as 
follows: 

(1) The supplementing of the 1909 agreement by a resolution 
of the Board of Conciliation which provided for a series of references 
of grievances to be followed before they could be brought before 
the Board itself. This was a legislative act on the part of the Board 
which had not been specifically provided either in the awards or 
in the agreement, but which was regarded as necessary to carry 
out the spirit of the agreement. 

(2) Several grievances alleging discrimination by employers 
against employees on account of union affiliation. These involved 
a single point, and they were made the subject of special rulings 
which became provisions of a later agreement. 
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(3) A case involving the wages of laborers employed by contract 
miners. This case was of special importance because a large num- 
ber of workers were concerned, and may be reviewed in more detail. 

The case first came up in May, 1903, in a grievance from certain 
laborers employed by contract miners for a certain company,’ 
the laborers requesting that the advance of 10 per cent in wages 
granted by the Coal Strike Commission should be given to 
them as well as to contract miners. The Board of Conciliation 
upheld the miners in their contention, but in doing so it distinctly 
went beyond the provisions of the award. The award of the Com- 
mission was “‘that an increase of 10 per cent over and above the 
rate paid in the month of April, 1902, be paid to all contract miners 
for cutting coal, yardage, and other work for which standard rates 
or allowances existed at that mine, from and after November 1, 
1902,’ etc. No mention of the employees of contract miners was 
made in connection with increase in wages. The petition of the 
laborers to the Board of Conciliation in this case asked that the 
Board “find that it was the intention of the Anthracite Coal Strike 
Commission to include the class of mine labor represented” by the 
petitioners. The action of the Board was couched in terms that 
made it appear interpretative rather than amendatory of the award. 
“Taking effect August 1, 1903,” said the formal action of the Board, 
“it is resolved by the Board of Conciliation in its interpretation of 
the award of the Anthracite Coal Strike Commission, that contract 
miners’ laborers are entitled to partake in the benefits of the wage 
provisions of the award.” The fact that contract miners’ laborers 
were not regarded by the Commission as employees of the operators 
was recognized in a decision of Umpire Carroll D. Wright in a 
later case (Grievance No. 62, September 4, 1903), in which he 
said, “‘In regard to the miners’ laborers, the Commission left it 
entirely to the miners to do justice to them. This was because the 
miners’ laborers are not employees of the operators, but of the 
miners themselves.”’ Furthermore, the award of the Commission 
was quite specific in providing that the 10 per cent increase was to 
be paid “from and after November 1, 1902.” The Board’s ruling 
in regard to miners’ laborers, however, was effective only from and 
after August 1, i903. 


* Grievance No. 9: Coxe Brothers & Co. 
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This view of the Board’s action was taken by Umpire Charles P. 
Neill in a decision on August 26, 1914 (Grievance No. 245, Item 1), 
interpreting a provision of the 1912 agreement relating to the 
“standard rate” to be paid by contract miners to their employees.' 
In reviewing former decisions and actions relating to contract 
miners’ employees, Dr. Neill said of the ruling made by the Board 
in May, 1903: 

The Board of Conciliation had in its membership three official representa- 
tives of the miners when acting in a collective capacity. In acting on this 
grievance, therefore, the Board, with the concurrence of the body of contract 
miners as represented by their officials on the Board, may be regarded as 
making an agreement supplementary to the award of the Commission, and thus 
doing justice to the laborers of the miners as it had been left to the miners to 
do by the Commission, according to the opinion of Umpire Wright. On no 
other hypothesis can the Umpire understand the action of the Board in making 
its ruling effective August 1, 1903.? 


Since both Umpire Wright and Umpire Neill were connected 
with the Coal Strike Commission in official capacities, their views 
may be considered authoritative. Particularly significant is Dr. 
Neill’s point that the members of the equipartisan Board of Con- 
ciliation had the power to bargain collectively. 

(4) Rates of pay: While the Board of Conciliation and the 
umpires have been called upon on a number of occasions to decide 
what rates should be paid in new operations, their decisions have 
always, so far as it has been possible, applied the differentials 
existing in collieries where similar work had been done in the past. 
In other words, they have merely interpreted the award’s provision 
that “present methods of payment for coal mined shall be adhered 
to, unless changed by mutual agreement,” and the 1909 agreement’s 
provision that ‘‘the rates which shall be paid for new work shall 


* The decision in this case was of unusual importance because it involved the 
contract system of one of the large mining companies (the Delaware and Hudson Coal 
Company). This company, instead of having a contract with each individual con- 
tract miner covering the work of such individual worker, made a contract with a 
single miner covering the mining of all of the coal in a given section of a mine and 
requiring the work of a number of miners as well as laborers. The decision, which 
was based in part on former decisions and rulings, directed the payment of standard 
rates to miners and laborers employed by contract miners, and involved the payment 
of large sums of money. 

2 Board of Conciliation, Decision of Umpire in re Grievance No. 245, Item 1. 
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not be less than the rates paid under the Strike Commission’s 
award for old work of a similar kind and nature.” 

There have been a few instances, however, where the award 
and the agreements have not been found applicable and interpre- 
tations have not been adequate. One of these cases was of ten 
years’ standing, and involved a condition not covered by existing 
differentials. In the Klondike vein at the Ontario Colliery of the 
Scranton Coal Company it was necessary to take down top rock 
to make the requisite height for mine cars. The rate paid for this 
work was $2.20 a yard. But this vein and another vein lying 
above it came together and formed one vein of a considerably 
greater thickness, with a strip of rock running through the middle 
of the vein. Where the two veins merged there remained no 
necessity for taking down top rock where the full height was mined, 
but it then became necessary to handle the strip of rock between 
the two veins. The company put on a new rate, and the miners 
presented a grievance. This grievance was first presented in 
October, 1904." The company claimed that it had the right, under 
the award, to readjust the rates of compensation whenever there is 
a change in the conditions under which the miner is working. 
The Board of Conciliation disagreed and the case went to an umpire. 
The umpire held that the case was one to which the award of the 
Commission was not applicable and the grievance was not sustained. 
But the umpire’s decision also stated that “‘the question of what 
rate should be paid for the handling of the rock imbedded in the 
coal vein was a proper subject for a new agreement.’* The matter 
did not come up again until 1912, when a grievance was presented 
by certain employees in the Ontario Colliery that since 1904 there 
has been no fixed and agreed-upon rate for cutting the rock under 
question. Again the case went to an umpire—it happened that 
it was the same umpire, Dr. Neill—and the decision was the same 
so far as the award and the agreement was concerned. But instead 
of merely suggesting that the question was a subject for a new 
agreement, the second decision specifically provided: 
that as the first step towards a settlement of this grievance, the proper repre- 
sentatives of the Company shall meet with the miners working in the chambers 

* Grievance No. 128, Report of Board of Conciliation 1903-1906, pp. 300-302. 

* Grievance No. 214, Item 3, ibid., p. 1. 
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to which this grievance applies, or with a committee selected by these miners, 
and endeavor in good faith to agree upon some fixed and definite rate or rates, 
to be paid for handling this rock. This first step is directed in conformity 
with the fourth award of the Anthracite Coal Strike Commission, which 
clearly implies that adjustments of grievances shall first be undertaken “by 
consultation between the superintendent or manager of the mine or mines, and 
the miner or miners directly interested.” If no agreement can be reached as a 
result of this first step, then in conformity with subsection (d) of the agreement 
of May, 1912, the representative of the Company shall meet with the Grievance 
Committee and the member of the Board of Conciliation and endeavor to 
agree upon a rate or rates. In the event of a failure to agree, the fixing of the 
rate shall be referred to the Conciliation Board; and when a rate shall be finally 
agreed upon, it shall be retroactive to a date 10 days after the date on which 
this decision is presented to the meeting of the Conciliation Board. It is to 
be understood that this decision applies only to the handling of what can be 
properly called “rock,” and that the rates are to be fixed for this only." 


A second case involved the payment of a large sum of money 
by the anthracite operators. It was of unusual importance because 
it involved the application of the sliding scale for March, 1912, 
the last month of the existence of that method of payment, and 
hence did not constitute a specific precedent. Apparently such 
a case involved merely an interpretation of the 1903 award; in 
reality it went beyond the award because it had been found, in 
applying the sliding scale, that the strict letter of the award could 
not be carried out. The award provided that each employer 
should apply the increase in pay on the earnings of the particular 
month on the sales of which the sliding scale was calculated; the 
practice, however, was adopted of paying the sliding scale increase 
by applying the percentage based on the sales of a given month 
on the earnings of the succeeding month until April 1, 1912, when 
a suspension occurred. After work was resumed, the mine workers 
claimed that the increase, according to the sliding scale, for the 
month of March was still due them. Various questions arose as 
to the method by which this increase ought to be paid. The 
umpire, however, decided that the workers were entitled to receive 
the sliding scale increase as calculated upon the basis of March 
coal prices. It will be noted, therefore, that this case was one 

t Grievance No. 214, Item 3, Report of Board of Conciliation 1903-1906, p. 3. 


2 Board of Conciliation, Decision of Umpire in re Sliding Scale for March, 1912 
(rendered May 1, 1913). 
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which had to be decided as a case in equity. The Board of Con- 
ciliation failed to arrive at any agreement, and the umpire was 
called upon to act as arbitrator. 

Within the last year or so the introduction of a coal-cutting 
machine has caused the bringing up of a question of rates of pay 
which apparently has no precedent or basis in preceding rulings 
and decisions. The question, in the form of a request for rates of 
pay higher than those set by operators who have installed the 
machine, has gone to the Board. The Board, in December, 1914, 
failed to agree on a decision and the matter went to Umpire George 
Gray. In this case the conciliation and arbitration machinery 
provided by the agreement has thus been called upon to act on a 
fundamental question which is not covered by the award or the 
subsequent agreements. It is significant that the 1915 demands 
of the tri-district convention of the United Mine Workers include 
one for “a readjustment of the machine mining scale.” 

The 1915 demands, as has already been suggested, reflect the 
situation which has been created by the occurrence of such matters 
as these. Two distinct clauses in these demands indicate a desire 
on the part of the mine workers to change the conciliation machin- 
ery to meet the situation. They are as follows: 

9. We demand a readjustment of the machine mining scale to the extent 
that equitable rates and conditions shall obtain as a basis for this system. 

10. We demand that arrangements of detailed wage scales and the settle- 
ment of internal questions, both as regards prices and conditions, be referred 
to the representatives of the operators and miners of each district to be 
adjusted on an equitable basis. 

The trend is thus toward clothing the system of conciliation 
and arbitration with more definite and greater authority to settle 
fundamental questions of wages and conditions of labor. For 
over twelve years these questions have been regarded as settled 
by the 1903 award, except where situations have arisen which forced 
interpretations that were essentially supplementary agreements. 
It is now proposed to get farther away from the 1903 award as the 
constitution of industrial relations, to make the agreement the 
real constitution, and to transform the conciliation machinery 
into a more responsible and more responsive legislative body. 

EDGAR SYDENSTRICKER 

Wasuincton, D.C. 














AGREEMENTS BETWEEN AMERICAN AND EUROPEAN 
MOLDERS’ UNIONS 


The beginnings of American trade unionism were humble 
indeed. Here and there a few scattered local organizations came 
into existence as circumstances dictated. Frequently they were 
sporadic in character. Between these local unions there was for 
many years no co-operation of any sort. Finally, however, the 
more vigorous societies began to seek each other out, with the 
result that in time national unions were formed in the different 
trades. Once a few national bodies were organized, others rapidly 
came into existence. Independent local unionism proved itself 
incompetent to grapple with the industrial situation when manu- 
facture and commerce lost their localized character. National 
organization alone was capable of representing labor in a national 
business economy. 

It is a mere commonplace to say that our present economy 
normally is of world-wide type. Business interests are no longer 
confined within national borders, but their influence is felt in all 
lands. Likewise, labor has become more and more mobile until 
it may fairly be said to be internationalized, at least so far as 
Europe and North America are concerned. Increased knowledge 
of opportunities plus cheapened transportation have resulted in 
an overwhelming American immigration. Skilled as well as 
unskilled men have come in on this labor tide. Not all of our 
immigrants, however, have entered the country for the purpose of 
becoming permanent residents. Some of them have taken the 
part of “birds of passage” by working on an American job while 
wages were good and then returning home when times became 
dull. Men of this kind have usually been considered undesirable 
immigrants because their temporary residence here has afforded 
them no incentive to become Americanized. As will be pointed 
out in the course of this article, certain classes of these ‘“‘inter- 
national tramps” have caused considerable injury to American 
labor organizations. It will also be shown that their practices have 
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compelled a leading American trade union to shake off its character 
of continental isolation to the extent of forming European alliances 
to check invasion by “‘scabs” and strike-breakers. In some degree, 
then, we say that trade unionism has been compelled to inter- 
continentalize itself. 

The first local union of iron molders to be formed in the United 
States appears to have been organized at Philadelphia in 1833. 
Shortly afterward similar societies sprang up in Boston, Albany, 
Pittsburgh, and elsewhere. None of these unions lived more than 
a few years. During the middle and late fifties a revival in organ- 
ization caused new unions to be formed in most of the important 
foundry centers of the East. In 1859 twelve of these local unions 
combined to form the National Union of Iron Molders. 

In course of time the National Union became the International 
Molders’ Union of North America, with territorial jurisdiction 
over the United States and Canada and with trade jurisdiction 
over all kinds of molding, such as iron, brass, and steel molding, 
together with coremaking. From the outset the molders became 
a militant union, depending upon strikes rather than upon bene- 
ficial systems to improve their condition. Stern measures were 
taken with ‘‘scabs’”’ and strike-breakers of whatever origin. Natu- 
rally, the closed shop was enforced. Great stress was laid upon the 
requirement that traveling members should at once connect them- 
selves with any local union under which they obtained employment 
by depositing their membership cards with it. For a member to 
“work with his card in his pocket” under a new jurisdiction was 
considered a punishable offense. While compulsory card deposit 
was necessary to keep the organization intact, voluntary deposit 
was considered the proper conduct for a sincere member. In like 
manner foreign union molders coming to this country were expected 
without question to continue their support of organized labor by 
affiliating with the American union. 

During their entire history the molders have met with de- 
termined opposition from foundrymen. Consequently they have 
endeavored to leave no gaps through which non-unionists, “scabs,” 
or strike-breakers could be obtained. Inasmuch as immigration, 
especially that since the Civil War, has provided recruits for 
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struck shops, it has naturally followed that the union has inter- 
ested itself in controlling as far as possible the activities of immi- 
grant molders. 

Generally speaking the molders, like other American trade 
unions, have been opposed to unrestricted immigration. They 
have always favored measures designed to give their membership 
protection against the competition of new elements. The union 
has never been so bold as to seek the exclusion of all foreign labor 
nor has it ever restricted the membership of aliens. Yet it has 
always been a consistent friend of much more rigid immigration 
laws than we have ever had. Were it not for the fact that the 
ignorant foreign workman makes the ideal “‘scab,” it is quite possible 
that the organized molder would not object so strongly to his 
admission to American soil. Employers’ associations in the trade, 
it may be said, have always been “aware of the unprecedented 
volume of immigration which has blessed our shores, adding gold 
to our wealth and, what is far more valuable, bone and sinew and 
willing workers to our resources of labor.’* 

The non-union immigrant in many cases has had fair excuse for 
acting as a strike-breaker. He has often been ignorant of the mean- 
ing of labor organization, and generally has not known much of the 
history of the employment at which he has been engaged. From 
the organized immigrant, however, something different from 
“scabbing” might be, and has been, expected. Yet in many 
instances members of foreign molders’ unions have deliberately 
worked unfairly in America, and in many more instances they 
have remained here without joining hands with their fellow- 
unionists. In this connection we may quote the International 
Molders’ Journal of February, 1913, which thus describes the 
situation which once existed: 


For many years some European countries were a promising field for the 
recruiting of molders who were desired as strike-breakers by American foundry- 
men. ‘There was scarcely a strike of any magnitude but that the European 
molder made his appearance as a strike-breaker. Frequently he carried the 
card of his union, kept his dues paid up at home, and, after working for a few 
months at the high wages paid to strike-breakers, he would return home with 


* Report of a meeting of the National Association of Stove Manufacturers in 
Iron Molders’ Journal (August, 1880), p. 2. 
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several hundred dollars of Judas’ silver in his pocket, but with his head as 
high as ever when mingling with this fellow-trade-unionists, for there was 
no way of tracing his trade-union treason and exposing him before the mem- 
bers of his own organization. In many instances the traitor’s gold tempted 
him to return to America, and frequently he brought someone with him, until 
there was developed a regular body of semi-professional strike-breakers, who, 
like buzzards, were prepared to swoop down upon America whenever a large 
strike occurred. Yet these men were careful to maintain their good standing 
in their home union, for there they must pose as men; they could not afford 
to be known as “blacklegs.”’ 


As early as 1865 the molders authorized their president, William 
H. Sylvis, to open communication with similar unions in England, 
Ireland, Wales, and Scotland, informing them about the poor 
state of trade in America, and also notifying them that it would 
“be requisite for molders coming from their respective organiza- 
tions to bring a card or a certificate in printed form, with the seal 
of their organization attached.’* Just what the latter part of this 
measure signified is open to question. It sounds as though it were 
proposed to admit members of British unions free of charge upon 
presentation of their cards, yet in 1867 President Sylvis declared 
that such molders must pay an initiation fee, the same as other 
journeymen. Perhaps, therefore, the notice ordered was intended 
to indicate that a card would be accepted from British journeymen 
as the only badge of a qualified mechanic. A few local unions, 
however, especially those in Canada, did admit immigrant English 
and Scotch molders at this time without initiation fees on pre- 
sentation of their credentials. 

For two years President Sylvis corresponded with the unions 
named by the convention but, according to his account, no answers 
were returned. The chief objects of his letters were to induce the 
British unions to discourage emigration of members to this country 
either as “‘birds of passage” or as permanent residents and to 
secure an understanding with the same unions whereby their 
members would be prevented from “‘scabbing” in the United 
States and Canada. Sylvis considered the situation to be very 
serious, because at this time the American Emigrant Company 


* Proceedings (1865), p. 30. All proceedings referred to are those of the molders’ 
conventions. 
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was making strong efforts to supply domestic employers with 
“‘molders and mechanics of every kind.” Accordingly he even 
proposed to send an agent abroad to warn European craftsmen 
that bad prospects awaited them here since the market for molders 
was already overstocked. Finally, in 1871, after President Saffin 
had taken up Sylvis’ task, an answer was received from Daniel 
Guile, secretary of the English Friendly Society of Iron Founders, 
the largest British union, but it was so hostile in tone that further 
efforts at an international understanding seemed useless.t How- 
ever, President Saffin still had hope that some day would see the 
consummation of an alliance to prevent “scabbing.” 

On May 21, 1872, Saffin again made overtures to the Friendly 
Society. His action was indorsed in convention the same year, 
and a form of agreement was drawn up which was soon adopted 
by the English union, whose policy had suddenly changed. The 
five articles signed by the two organizations provided: 

1. That no member of the Friendly Society enter into a written contract 
to work in any foundry previous to his arrival in America. 

2. That there be appointed in each American seaport town a union member 
to whom foreign molders could apply for information and advice upon their 
arrival. 

3. That the executives of the two unions maintain a regular correspondence. 

4. That the card of the Friendly Society be recognized by the American 
union and that its members be admitted by the latter without cost. 

5. That any member of the Society who should not deposit his card within 
one week after going to work under the jurisdiction of an American local union, 
provided the deposit had been requested, should have his name forwarded to 
the Society’s executive department with the final result that upon his return 
home he should be treated as an excluded member or denied admittance to the 
Society as conditions warranted.? 

In 1873 a similar alliance was ratified by the Associated Iron 
Molders of Scotland, the second British union in importance, by 
an overwhelming vote.’ Harmonious action prevailed under both 
agreements for several years, and in Canada, especially, appli- 

* The Friendly Society at this time paid an “emigration benefit” which Sylvis 
and others were inclined to look upon as unfair means of loading surplus British 
molders upon the American trade. Unfavorable reference to this benefit apparently 
was the cause of Guile’s curt letter. 

2 Proceedings (1872), pp. 16, 60; International Journal (November, 1872), p. 3. 

3 Proceedings (1872), p. 60; International Journal (November, 1872), p. 4; (March, 
1873), p- 7; (April, 1873), p. 3- 
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cation for admission to the American organization by the English 
and Scotch molders was frequently reported. It must not be 
assumed, however, that “‘scabbing”’ was entirely done away with. 
It was, nevertheless, so greatly reduced that President Saffin could 
say in 1878 that the agreements, ‘“‘honestly adhered to,” had “been 
productive of much good.’* In order to draw the lines still more 
closely about the immigrant molder Saffin ordered in 1874 that 
cards deposited from foreign societies should be sent to head- 
quarters at Cincinnati for retention until the owners, on leaving 
for home, gave proof that they had maintained a paid-up member- 
ship in the American union. This rule was promulgated to stop 
the practice of foreign molders who became indebted to local 
unions here and then relied upon their original cards to reinstate 
them in the “old country” organizations.’ 

It will be noted that the terms of the agreements adopted pro- 
vided for the free admission of English and Scotch molders to the 
American union, but made no allowance for the return of the favor. 
That this should have been the case may easily be understood, 
since emigration was from Europe to America rather than vice 
versa. Occasionally, however, an American molder, especially 
if foreign-born, went to England or Scotland for permanent resi- 
dence. Less frequently journeymen irom the United States and 
Canada sojourned abroad for a few years. To meet the needs of 
the latter group, it was provided in 1866 that if they paid dues 
to the proper union while they were ‘‘in England” they should be 
excused from domestic dues and taxes.3 

Very soon after the adoption of the 1872 and 1873 agreements 
an endeavor was made to gain free admission for American molders 
in the trans-Atlantic organizations. The latter, however, affirmed 
that as their benefits were so much larger than those paid in America 
they could not, in justice to their own members, make such a con- 
cession. Later on the Friendly Society effected a compromise 
by the adoption of the following rule: 


Should any member belonging to the Iron Molders’ Union of North 
America, having a clear card, obtain work in England, Ireland, or Wales, he 


* Proceedings (1878), p. 15. 
2 International Journal (January, 1874), pp. 217, 222. 
3 Proceedings (1866), p. 33- 4 Ibid. (1874), p. 14. 
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shall at once commence to pay contributions, the same as our own members, 
for the space of three months, when, if it is proved that he is qualified to get 
his living at the trade, providing also his age comes within the limits of our 
rules and he is in a good state of health, he shall be allowed to become a member 
of our society by the payment of the usual entrance fee subject to the reduction 
of one pound [approximately five dollars], being the amount paid as entrance 
fee into the American Union. This resolution to continue in force so long 
as the American Union allows our members the same privilege on their obtain- 
ing work in the United States or until it may appear on the part of the members 
of our society needful for its abolition, alteration or amendment.' 


Favorable comment was made by President Saffin upon the 
English endeavor to secure “concord and harmony”’ with America 
by removing a “‘source of heart-burning and ill-feeling.” 

In spite of the evident advantages secured from the inter- 
national alliances, the molders, in 1882, voted to withdraw from 
them and to accept foreign cards from immigrant molders “only 
as proper evidence of their qualifications.” This action was taken 
because it was held that free admission constituted “an injustice 
to the unions in the vicinity of New York City,” the chief port 
of entry on the Atlantic seaboard. That the step was ill-advised 
was soon realized. ‘“‘Scabs” secured from abroad were once more 
recruited from. among union men. Some foreign molders were 
discovered to have penetrated as far west as the Pacific Coast, 
where, in 1890, they were used in a San Francisco strike. To 
hasten the elimination of such undesirables the molders’ president 
was ordered to get in touch with the English union by cable. It 
was even proposed that the organization station a man at Castle 
Garden, New York City, to interrupt would-be “‘scabs” as they 
landed and warn them as to the evil consequences of their intended 
action. Instead of pursuing such a policy, however, it was voted 
to hire members of the “British” union to watch steamers leaving 
Liverpool and Glasgow for the purpose of giving “telegraphic 
reports” on the sailing of strike-breakers.’ Nothing was done, 
apparently, to carry out this plan. 

By 1892 agitation in favor of co-operation between ‘“molders 
of all nations” was renewed. One American member even urged 


t Proceedings (1876), p. 16. 
2 Ibid (1882), pp. 45, 51- 3 Ibid (1890), pp. 62-63, 67. 
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that the various unions adopt a “federated card” which, by deposit, 
would automatically make a member of a union from one country 
a member in another, “no matter where he went to or came from, 
or wherever he worked.’ 

In 1897 Martin Fox, then president of the molders, served as 
a fraternal delegate from the American Federation of Labor to the 
British Trade Union Congress. At this gathering Fox’s confer- 
ences with the general secretaries of the Friendly Society and 
Scottish Association paved the way for new relations. Both 
British labor leaders agreed that when their members who visited 
America refused to join the Iron Molders’ Union of North America, 
they thereby not only proved ‘‘a serious bar to the extension of the 
influence of the organization,” but also committed an act “not 
becoming in union men” for which they should be disciplined at 
home. Both also promised to bring the matter to the attention of 
their respective executive councils. Thus encouraged, the officers 
of the American union now resolved to press the issue and “do all 
in their power to bring about a mutually satisfactory under- 
standing.’ 

When it came to taking definite action, however, the Friendly 
Society proved unwilling to submit to an interchange of cards. 
The Scottish Association, in turn, offered a proposition that the 
American union should allow the former’s members to work under 
its jurisdiction by the deposit of their cards and payment of a 
“recognition fee” of six cents per week. To this proposition 
President Fox objected that all persons working under his union 
should support it in full by payment of the regular dues of twenty- 
five cents a week. The president’s position was concurred in by 
the convention of 1899. 

In 1902 the way for an international arrangement was opened 
still further when the American union provided that molders with 
“old country” cards or clear books should be allowed to go to 

* Iron Molders’ Journal (May, 1892), p. 4. 

2 Ibid. (October, 1897), p. 462. It might be said, perhaps, that the first inter- 
change of fraternal delegates in 1895 antedated the occasion mentioned as the original 
point of direct contact between American and British trade unions during the past 
twenty years. 

3 Proceedings (1899), pp. 15, 113. 
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work in any union shop in this country provided they were willing 
to become union members, pay the initiation fee, and be governed 
by the union laws.’ It is significant that this measure, which is 
still adhered to so far as concerns molders from countries with 
which no agreements have been made, included in its scope all 
molders, members of amy foreign union, and not merely British 
journeymen alone. It should also be noted that the resolution 
offered no compromise as to the payment of full dues. The idea 
of such a concession, however, still prevailed in the British mind. 
In 1905, Mr. James J. Jack, general secretary of the Scottish 
Association, attended the session of the American executive board 
and made a second proposal for an indefinite weekly “working 
fee” in lieu of regular dues plus the “franking” of his members’ 
cards at the time of initiation. The executive board registered 
its dissent on the question of lower dues and placed the question 
before the convention of 1907.” 

At that convention a committee was appointed which worked 
out long-standing ideas upon foreign agreements, with particular 
reference to the Scottish Association. The committee report was 
adopted, and an agreement was submitted to the Scotch body 
which, in turn, by referendum vote, accorded to the various articles 
its sanction. The provisions adopted were: 

Rule 1. Every member of the Association securing employment under the 
jurisdiction of the Union shall deposit his card or certificate of membership 
with the local having jurisdiction where he is at work. 

Rule 2. On the depositing of a card or certificate by a member of the 
Association, he shall be initiated in the Union by the local where he deposits 
his card or certificate without the payment of an initiation fee. 

Rule 3. Every member of the Association when initiated in the Union 
shall be governed by all the rules and laws of the Union as set forth in the 
constitution; and he shall pay into the local union the regular weekly dues 
and assessments as prescribed by the constitution of the Union and by the 


by-laws of the local union. 
Rule 4. The name of any member of the Association who shall fail to 
deposit his card when he secures employment under the jurisdiction of the 


* Proceedings (1902), pp. 678, 715; Constitution, 1902, Art. VIII, sec. 5. 

2 Ibid. (1907), p. 22. 

3 For purposes of brevity, the two organizations are designated as the “‘ Union” 
and the “ Association” in lieu of their full titles. 
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Union shall be forwarded to the executive department of his organization, 
with notification of said failure appended. 

Rule 5. Upon receipt of this notification, signed by the president and 
secretary of the Union, with seal attached, giving information of a member’s 
non-compliance with the foregoing, it shall be the duty of the officers of the 
Association to notify said member that upon failure to comply with these 
provisions within ten days after receipt of the notification he shall stand sus- 
pended from all privileges and benefits of the Association—a duplicate of said 
notification and suspension to be forwarded to the secretary of the Union. 

Rule 6. The Union shall designate in each city in which it has jurisdiction 
a member of its local union to whom all members of the Association can, upon 
their arrival, apply for information and advice, so that all may know at all 
times where and to whom to apply. 

Rule 7. Any member of the Association, holding membership in the 
Union, who shall be expelled in accordance with the provisions of the consti- 
tution of the Union, shall be suspended from the privileges and benefits of the 
Association but said member shall have the privilege to appeal to the executive 
council, which shall require evidence to be furnished by the officers of the 
Union and by the appellant, and determine therefrom as to the justice of the 
suspension from benefits of the Association. 

Rule 8. The executive departments of the Association and the Union 
shall maintain a regular monthly correspondence, keeping each other informed 
in all matters pertaining to the interest of the craft, and shall have the privilege 
of publishing same in their respective journals or reports.? 


Inasmuch as further amendments to the agreement would 
inevitably be necessary, it was left in the hands of the two presi- 
dents and executive boards ‘‘to work out the final details.” 
Accordingly, in the first half of 1909 additional rules were adopted 
which read: 


Rule 8. A member of the Association leaving its jurisdiction must apply 
to the general secretary for a transfer card, which card he must deposit with 
the financial secretary of the local union under whose jurisdiction he secures 
employment, said card to be sent by the local union to its official headquarters. 

Rule 9. Transfer cards shall only be valid for a period of two months after 
they have been issued by the general secretary. If, at the expiration of the 
two months, the member holding the card has failed to secure work, he shall 
report to the officers of the nearest local union, informing them of his inability 
to secure work, and request an extension of time before depositing the card 
for initiation. This extension of time shall always be granted when the holder 


t That is, of the Scottish Association. 
2 Proceedings (1907), p. 182; International Molders’ Journal (May, 1908), p. 357. 
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of the card can show that he has not worked at the trade since coming under 
the jurisdiction of the sister organization.* 


Later on the American body made provision for issuing similar 
transfer cards to members going to Scotland.? The object of the 
system was to provide means for checking up all emigrant members. 

It will be observed that the agreement nowhere makes mention 
of the free admission of American members to the Scotch society. 
In practice, however, this sort of an arrangement is carried out, since 
only comparatively few persons are affected by it. 

To have consummated a working agreement with the Scotch 
Association, however, was only a beginning of the ambitious 
program of the American union. It now sought to restore the 
ancient alliance with the Friendly Society of England and to 
originate understandings with the sister unions of Continental 
Europe, from ali of which members were more or less frequently 
coming to our shores. 

As early as 1874 the molders authorized their president to 
correspond with “German unions” to see whether an agreement 
similar to that then existing with England and Scotland could not 
be secured. That such an arrangement would prove important 


was evidenced by several attempts of struck shops to import 
Prussian molders.2 Communication was not opened up, however, 


* International Molders’ Journal (May, 1909), p. 325; the old Rule 8 was now 
made Rule ro. 

2 “Recently the Scottish union has held that international transfer cards were 
only of service for one transfer, and that once a member had used a transfer card he 
was not entitled to another one, should he again work under the jurisdiction of the 
Scottish union. It has been the policy of our organization to transfer and re-transfer 
members to foreign unions upon application; that is, if a member came to this country 
by a transfer card and some time later decided to return, we would issue him a transfer 
card. The contention of the Scottish union is that there can be only one iransfer; 
that if a member of our organization goes to Scotland with a transfer card it would be 
accepted and he would be initiated free of charge, but they will not issue him a transfer 
card to return to this country with. After some discussion it was decided that in the 
future when application is made for a transfer card we will issue the same and also 
issue to that member an honorary card which he will have to produce for deposit if 
he returns to our jurisdiction.”—“ Proceedings of the American Executive Board,” 
International Molders’ Journal (November, 1915), Pp. 907. 

3 Proceedings (1874), p. 78. In 1863 the Missouri legislature at the insistence 
of prominent employers, sent an agent to Europe for the purpose of securing skilled 





AMERICAN AND EUROPEAN MOLDERS’ UNIONS 295 


as it was impossible to secure the addresses of the German societies. 
In 1887, a letter was received from the president of the National 
Molder’s Union in Switzerland, a recently formed body, which 
requested “‘correspondence, the interchange of cards, and, in case 
of necessity, the voluntary assistance of our [American] organ- 
ization, promising in return to reciprocate.”* No agreement was 
made, as this was the period when relations with the more closely 
affiliated Scotch and English unions had been broken off and, of 
course, there were no pressing reasons for an alliance with tiny 
Switzerland, since few of its molders emigrated. 

In 1907, when the convention had drawn up the Scottish agree- 
ment, the officers of the American union were authorized to enter 
into similar compacts with other European iron molders’ societies.” 
Editor John P. Frey, fraternal delegate-elect from the American 
Federation of Labor to the British Trade Union Congress, was 
accordingly designated by President Valentine and the executive 
board as ambassador plenipotentiary to negotiate with all European 
molders’ unions which he deemed it advisable to visit. On a com- 
prehensive tour taken by Mr. Frey in 1909, agreements exactly 
similar to those made with the Scotch society were drawn up with 
the Friendly Society of Iron Founders (England), the Dansk 
Formerforbund (Denmark), the Norsk Formerforbund (Norway), 
the Svenska Gjutareférbund (Sweden), the Central Verein der 
Giesserei-Arbeiter Oesterreichs (Austria), the Deutscher Metall- 
Arbeiter Verband (Germany), and the newly formed metal workers’ 
union in France. Later on the alliance with the French society 
was abrogated because syndicalism and the lack of a good financial 


mechanics to settle in that state. One stove manufacturer of St. Louis, Mr. Giles 
Filley, asked for and secured on contract twenty-five Prussian molders. Mr. Filley’s 
excuse for employing foreign labor was that the union apprentice ratio and other trade 
restrictions prevented him from getting an adequate supply of American molders. 
The St. Louis mechanics, however, declared that scarcity of help in Filley’s case was 
due to the low wages he paid and they so informed the Prussians upon their arrival 
As a result, the immigrant molders disregarded their contracts, joined the union and 
secured work in other plants (Motley, Apprenticeship in American Trade Unions 
p. 20, Johns Hopkins University Studies, Series 25). 

* Iron Molders’ Journal (March 1887), p. 10. 

2 Proceedings (1907), p. 183. 

3 International Molders’ Journal (November, 1909), p. 766. 
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system were thought to render the French labor movement too 
unstable to make an interchange of members expedient. In ro11 
a similar understanding was reached with the Central Iron Molders’ 
Association of Scotland and in 1914 with the Scotch Brass Molders’ 
Union." 

The agreements as a whole have been carried out in letter and 
in spirit. That with the Friendly Society at once showed its 
advantages when several English molders, against whom President 
Valentine preferred charges, were expelled from the Society’s 
membership. To give further strength to the bonds existing 
between the English and American unions, the executive board of 
the latter provided in 1911 that it would initiate no immigrant 
English molder who was in trouble with his home organization 
until the difficulty had been corrected.? 

In 1912 President Valentine reported to the convention that 
since the agreements had been adopted 577 members of foreign 
unions had been admitted by the International Molders’ Union 
free of charge. Transfer cards had been issued, however, to 261 
more who had not joined the American organization. To keep 
check upon these men the executive board had asked the European 
societies to forward their names and places of employment, the 
latter fact often being ascertainable when such molders continued 
to remit dues home. The plan was indorsed by the foreign unions 
but, down to July, 1912, only the Central Association had sent in 
the names as requested. Since that time most of the other organi- 
zations have also responded. To make it still more difficult for 
immigrant union journeymen to evade American membership, the 
1912 convention authorized the incoming officers to secure an 
arrangement with the foreign societies whereby they should refuse 
to accept dues from members located in America, unless they could 


2 International Molders’ Journal (October, 1911), p. 773; (July, 1914), p. 576. 

2 Ibid. (May, 1911), p. 365. 

3 Proceedings (1912), p. 23. The 577 molders who affiliated in America were dis- 
tributed by origin as follows: 

Scottish Association Norwegian Union 

Friendly Society 


Swedish Union 
Austrian Union Central Association 
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present an “identification card” showing that they had joined the 
International Molders’ Union." By 1913 such arrangements had 
been made and headquarters at Cincinnati were prepared to grant 
a “certificate of good standing” to be forwarded by all members 
who wished to continue their foreign connections in order to obtain 
the high benefits paid abroad or for any other purpose.? At 
present, if a certificate of good standing is not forwarded, the 
negligent molder is liable to suspension in his home organization. 

Since the outbreak of the present war there has naturally been 
much less use for the system of card interchange, as but few foreign 
molders have come to America. The drift of the mechanics has 
rather been the other way on account of the demand for men in 
munition plants. The writer is unable to say, however, to what 
extent former members of European molders’ unions have returned 
to their original homes. When peace is concluded, we may doubt- 
less expect a new flood of immigration from some quarters of Europe. 
In such a contingency the molders expect to find their existing 
alliances very substantial means of protecting themselves once 
more from foreign journeymen who are what might be called 
“have-to-be”’ union men. 


It is a noteworthy fact that the International Molders’ Union 
of North America has more foreign agreements than any labor 
organization in America. Pioneer work of a practical character 
has been done by this union along a line that conforms with the 
growing idea of international solidarity in labor interests. When 
molders’ unions possessing stability and business-like methods 
develop in European countries not yet reached by alliance, it may 
be expected that they, too, will be asked to co-operate in the 
exchange of cards. In the British Isles there are still five or six 
small unions with which negotiations may be taken up. 

As intimated previously, a few other American unions besides 
the molders have consummated foreign agreements. Thus, the 
United Mine Workers are members of a loose confederation em- 
bracing the miners’ unions of Europe and America. In 1906 
a uniform transfer card was adopted and required to be recognized 
by the organized miners of the world. During the eighties the 


* Ibid., p. 205. 2? International Molders’ Journal (March, 1913), p. 222. 
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boiler-makers, iron shipbuilders and helpers also maintained for 
a time an alliance with the British union of the trade. The cigar- 
makers and the piano- and organ-workers at present accept members 
of foreign unions in their respective trades without payment of 
initiation fee. Above all, the seamen are parties to an international 
‘ alliance that closely approximates a federation in structure and 
powers. 

It may, perhaps, be the case, as one writer suggests,’ that the 
foreign agreements of the molders and other unions will open the 
way for international defensive and offensive alliances, even 
though at the present time world federation among most unions 
“is still largely a dream of the future.” It can hardly be said that 
the molders look forward to such a goal. The policy of the union 
has always been conservative so far as its militant co-operation 
with other organizations has been concerned. Should apparent 
need arise for closer relations with European molders we may be 
sure that the American union will proceed very cautiously before 
intrusting itself to an international federation. On the other hand, 
if it develops that closer co-operation becomes necessary to settle 
problems yet to arise, we may be assured that the molders will 
meet the situation in a purely practical way. Business-like 
methods, rather than sentiment, have, as a rule, always governed 
the policy of the organization. 

So far, all that has been required in the union with which we 
are concerned is that there should be intercontinental understand- 
ings concerning emigrant molders. Some day reductions in 
transportation costs together with the destruction of various trade 
barriers may result in making the world but one market for manu- 
factured goods. If this situation ever obtains we may be practically 
certain that trade unionism will strengthen itself through inter- 
continental federation or amalgation, since labor organization has 
kept pace in scope with business expansion. Trades like the 
molders, which already have laid the foundations for such a move- 
ment, would doubtless be the first to carry it out to its fruition. 


FRANK T. STOCKTON 
INDIANA UNIVERSITY 


* Glocker, The Government of American Trade Unions, pp. 87, 89 (Johns Hopkins 
University Studies, Series 31). 

















NOTES 


WASHINGTON NOTES 
THE INCOME TAX DECISION 


The Supreme Court of the United States has handed down (January 
24, No. 140, October term, 1915), in the case of Brushaber v. Union 
Pacific R.R. Co., the general opinion regarding the constitutionality of 
the income-tax section of the tariff act of 1913 which has been anxiously 
awaited for some time past. The issue primarily dealt with is the 
validity of the Sixteenth Amendment to the Constitution of the United 
States, wherein provision was made for the imposition and collection of 
a taxon incomes. The constitutionality of the amendment is now defi- 
nitely and conclusively upheld. 

The Court first proceeds to classify and summarize the chief objec- 
tions to the constitutionality of the Amendment as follows: 


(a) The amendment authorizes only a particular character of direct tax 
without apportionment, and, therefore, if a tax is levied under its assumed 
authority which does not partake of the characteristics exacted by the amend- 
ment, it is outside of the amendment and is void as a direct tax in the general 
constitutional sense because not apportioned. (6) As the amendment author- 
izes a tax only upon incomes “from whatever source derived,” the exclusion 
from taxation of some incomes of designated persons and classes is not author- 
ized and hence the constitutionality of the law must be tested by the general 
provisions of the Constitution as to taxation, and thus again the tax is void 
for want of apportionment. (c) As the right to tax “incomes from whatever 
source derived’”’ for which the amendment provides must be considered as 
exacting intrinsic uniformity, therefore no tax comes under the authority of 
the amendment not conforming to such standard, and hence all the provisions 
of the assailed statute must once more be tested solely under the general and 
pre-existing provisions of the Constitution, causing the statute again to be void 
in the absence of apportionment. (d) As the power conferred by the amend- 
ment is new and prospective, the attempt in the statute to make its provisions 
retroactively apply is void because, so far as the retroactive period is con- 
cerned, it is governed by the pre-existing constitutional requirement as to 
apportionment. 


The argument of the Court based on this summary leads to the view 
that the contentions thus cited, if acceded to, would cause one provision of 
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the Constitution to destroy another; that is, they would result in bring- 
ing the provisions of the amendment exempting a direct tax from appor- 
tionment into irreconcilable conflict with the general requirement that 
all direct taxes be apportioned. Moreover, the tax authorized by the 
amendment, being direct, would not come under the rule of uniformity 
applicable under the Constitution to other direct taxes, and thus it 
would come to pass that the result of the amendment would be to author- 
ize a particular direct tax not subject either to apportionment or to the 
rule of geographical uniformity, thus giving power to impose a different 
tax in one state or states than was levied in another state or states. This 
result instead of simplifying the situation and making clear the limita- 
tions on the taxing power, a purpose which the amendment must have 
been intended to accomplish, would create radical and destructive 
changes in our constitutional system and would multiply confusion. 

Dealing directly with the Sixteenth Amendment itself, the Court 
holds that the language makes it clear on its face that the amendment 
does not purport to confer power to levy income taxes in a generic sense— 
an authority already possessed and never questioned—or to limit and 
distinguish between one kind of income taxes and another, but that the 
whole purpose of the amendment was to relieve all income taxes, when 
imposed, from apportionment or from a consideration of the source 
whence the income was derived. Finally it holds that the purpose of 
the amendment was not to change the existing interpretation of the 
term “direct tax,” except to the extent necessary to accomplish the result 
intended—that is, the prevention of any resort to the sources from 
which a taxed income is derived in order to cause such a direct tax on 
income to be held a direct tax on the source itself and thereby to take an 
income tax out of the class of excises, duties, and imposts and place it in 
the class of direct taxes. 

One of the most interesting features of the decision is found in the 
conclusion arrived at with regard to the progressive feature of the tax. 
The Court says on this point: 

It is true that it is elaborately insisted that although there be no express 
constitutional provision prohibiting it, the progressive feature of the tax causes 
it to transcend the conception of all taxation and to be a mere arbitrary abuse 
of power which must be treated as wantingin due process. But the proposition 
disregards the fact that in the very early history of the government a progres- 
sive tax was imposed by Congress and that such authority was exerted in some 
if not all of the various income taxes enacted prior to 1894 to which we have 
previously adverted In this situation it is, of course, superfluous to say 
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that arguments as to the expediency of levying such taxes or of the economic 
mistake or wrong involved in their imposition are beyond judicial cognizance. 


SECOND REPORT OF THE FEDERAL RESERVE BOARD 


The Federal Reserve Board has issued (on February 25) its second 
annual report (Second Annual Report Federal Reserve Board, Washing- 
ton, 1916). ‘This report covers the operations of the year 1915 and con- 
sists of two parts: the first a report by the Board itself, concerning 
general financial and banking conditions and the scope and character 
of its own operations; the second consisting of reports furnished by the 
chairmen of the boards of directors of the several federal reserve banks. 
There are thus thirteen distinct reports included within the volume— 
one for each of the twelve federal reserve districts, and the Board’s 
general report in addition. It is safe to say that the document, as a 
whole, includes a more thorough and detailed review of banking condi- 
tions throughout the country during a given year than has ever before 
been published. Taken in conjunction with the report of the Comp- 
troller of the Currency, it affords an unusually complete and competent 
survey of banking developments, conditions, and problems for the 
future. 

Among general financial conditions, the remarkable ease of money 
during the past year is described by the Board as constituting the out- 
standing feature of the year’s operations. Owing to this extreme ease 
of money and superabundance of reserves, interest rates have been 
abnormally low, while the lending power of the various national and 
state banks throughout the country has been unusually strong and high. 
The consequence has been abundance and freedom of accommodation 
to all applicants presenting satisfactory security, and practically uni- 
versal ability to meet any ordinary or recognized demands that might be 
brought to bear upon the banks. 

On the other hand, this great ease of money and the resultant lowness 
of interest are represented as having kept banking earnings in general 
down to an unusually low figure, and have kept reserve banks, like others, 
from earning more than a very moderate percentage of return. In the 
case of one reserve bank a 6 per cent dividend has been earned, while 
others have varied considerably in the amount of the profits they show. 
Some have not fully covered expenses, but all are now represented as 
being in a fair way to write off their organization expenses and to put 
aside a contribution to dividends during the coming year. That the 
operations of this coming year are likely to result in a more severe strain 
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upon the resources of the reserve banks is plainly although conserva- 
tively predicted by the Board. As to foreign borrowing the Board 
disclaims all responsibility whatever, declaring that the federal reserve 
act merely states the conditions under which loans are to be made, from 
a commercial standpoint, and lays down no principles for the control 
of the destination or purposes of the loans except in so far as any deter- 
mination of their commercial character may incidentally do so. 

While all has moved smoothly and satisfactorily in the banking 
world during the past year, the Board nevertheless expresses severe 
criticism of the conduct of those state banks which have refused to 
affiliate themselves with the federal reserve system, but which have 
notwithstanding taken advantage of reductions in reserve requirements 
made by state legislatures in the belief that such action tended to place 
their own state banks upon a footing of greater equality with national 
institutions. Although a few minor amendments to the federal reserve 
act are asked for, the Board expresses its general satisfaction with the 
operation of the principal provisions of the act and makes no suggestions 
that would lead to any drastic alterations. 

The reports of the several chairmen, or federal reserve agents, on 
behalf of their respective federal reserve banks, differ considerably in 
scope and substance, according to the outlook of the writers. Some of 
them are purely routine accounts of the business transacted by the banks, 
written largely from the standpoint of internal administration; others 
constitute valuable surveys of banking conditions in general. Two or 
three contain discussions of banking problems and financial prospects 
in the United States as a whole that are of exceptional value. It is not 
possible to summarize in brief form the contents of these reports, dealing 
as they do with a variety of details which can be only very generally 
indicated for the whole country. Looked at from this latter or general 
standpoint, however, the reports show a very substantial progress on the 
part of the federal reserve system in accommodating itself to banking 
needs and in making itself an integral part of the banking system of the 
country. The amount of rediscounts, although not large in the aggre- 
gate, is shown to have been a very large percentage of the total amount 
of rediscounting heretofore performed for national banks by national 
banks—the basis of comparison to which the federal reserve system must, 
of course, submit, inasmuch as the system is confined primarily to national 
bank members in its dealings. 

In the three southern districts—Richmond, Atlanta, and Dallas— 
it is made evident that the reserve banks have been of the utmost imme- 
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diate value to the community, not only relieving the member banks but 
also aiding in bringing about reductions of interest and improved con- 
ditions of borrowing by the public. Elsewhere, owing to the prevailing 
plethora of money, the reserve banks have sustained themselves largely 
by open-market operations in bonds, warrants, bankers’ acceptances, and 
the like; but, thus far, have engaged only to a negligible extent in the 
purchase of ordinary trade acceptances or bills of exchange. Foreign- 
exchange operations have been engaged ir by none, and the clearance 
and collection system is still experimental and rudimentary. From the 
standpoint of expense of operation it is shown that the aggregate outlays 
from the beginning of the system to the close of 1915 were about $2,334,- 
842, while incomes were about $2,193,755. Current expenses were 
$1,677,639, so that there has been practically a surplus of $500,000 over 
and above operating outlays. 

The statistical appendices of the report furnish complete data re- 
garding the salaries paid by the Board to its officers and employees, as 
well as concerning the salaries paid by each bank, the earnings and 
incomes of each of the reserve institutions, the classification of paper 
purchased or discounted by them, changes in reserves during the year, 
and a variety of other matters. Included in the reports of the federal 
reserve agents are many special tables of statistics which throw light 


upon the conditions prevailing in the several districts to which they 
relate. In this connection particular reference may be made to the 
report for the New York district, in which a very careful analysis is 
made of international financial relations during the past year and of the 
banking problems that grow out of them with reference to reserves and 
kindred matters. 
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Black and White in the Southern States; a Study of the Race Problem 
in the United States from a South African Point of View. By 
Maurice S. Evans. London and New York: Longmans, 
Green, & Co., 1915. 8vo, pp. 228. $2.25. 

Wherever the black man has met the white, whether in America or 
in Africa, a race problem has arisen. This problem is not everywhere 
the same. It has taken different forms in different places. The racial 
tensions in the United States, in Brazil, and in the West Indies are not 
the same, but they all exist. It has been said that there is no race prob- 
lem in South America, but this is just as far from the truth as the asser- 
tion that there is no race problem in West Africa. 

In the southern states, however, and in South Africa, the constella- 
tions of forces, which we call the race problem, while not identical, 
exhibit nevertheless striking similarities. This is what lends interest 
to the present volume. 

In West Africa, as in the West Indies, the problem is, on the whole, 
determined by the fact that the relation of the races is that of white 
capital and black labor. In South Africa, as in the United States, the 
white man is not merely a capitalist, but he is at the same time a laborer. 
It is this fact, namely, that the masses of the whites are in competition 
with the masses of the blacks, which has brought about a racial situation 
more critical, perhaps, than in any other part of the world. 

In the tropics an equilibrium has been established between the races. 
It has taken the form of a caste system with the black laborer on the 
bottom and the white capitalist at the top, and with the mulatto as a 
sort of racial buffer, occupying a status between the two. In our country 
and in South Africa the interests of caste and the natural antagonisms 
of race are complicated with economic interests. On the whole, eco- 
nomic forces run counter to race prejudice and the interests of caste. 
It is just this conflict of motives, not always fully appreciated, which 
has intensified the racial struggle and rendered the outcome dubious. 

For the author of this book there is only one satisfactory solution. 
In the interests of both races racial barriers must be maintained. There 
must be no amalgamation. The problem is: How shall the races be 
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kept apart in their social, perhaps also in their political, relations, at 
the same time that both are assured full freedom to learn, to labor, and 
to live, each according to its separate racial ideal ? 

The conditions are somewhat different in South Africa and the 
United States. In South Africa it is possible to segregate the races 
and set them apart each in its own territory. In the United States the 
life of the Negro is so intimately interwoven with that of the white 
man that no such solution is possible. One of the things that par- 
ticularly interested the author in his travels through the southern states 
was the frequency with which he found the black man working side by 
side with the white in some one of the skilled trades. This was so far 
from what he was accustomed to see and what he had expected that it 
struck him as a deviation from the natural order. In South Africa a 
white man would no more work side by side on an equality with the 
black man than he would sit down to table with him in the southern 
states. 

The author is in agreement with most students that the Negro is 
at his best in the rural regions of the South and he believes that here he 
should be given every opportunity to purchase land and to become an 
independent cultivator of the soil. While apparently sympathetic 
toward the plans for local segregation in the cities, as well as toward 
that segregation which already exists in the trades and professions, he 
believes that segregation in the agricultural districts, as urged by Clarence 
Poe in North Carolina, is unpractical and not wise. What gives force 
to this opinion is that it is written in full sympathy with the best 
opinion of the South and is the fruit of an extended journey of obser- 
vation and study through the southern states. 

Much of the discussion of this book, however, is based on an assump- 
tion which does not exactly conform to fact, the assumption, namely, 
that the Negro has no talent for business and hence that there is little 
possibility that a capitalist class will ever establish itself within the 
limits of the Negro race. Such an opinion, it seems to me, must have 
been formed without taking account of the commercial progress of the 
Negro in recent years, and without consideration of the fact that in 
America today the Negro no longer represents, as in fact he never did, 
a pure racial type. The mulatto class is already large and is steadily 
increasing. There is a considerable number of Negro men and a larger 
number of Negro women in the Negro race who could easily and do 
occasionally pass for white. The Negro in America today is less a race 
than a nationality, that is, a people of different ethnic strains—Negro 





306 JOURNAL OF POLITICAL ECONOMY 


mingled with Scotch, Irish, and Indian—but bound together by a common 
tradition. There is no reason to presume that there is not in the Ameri- 
can Negro every capacity possessed by any other peoples, no matter 
what we may be disposed to say about the original Africans. 

It should be remembered, also, that the Negro has some peculiar 
advantages not possessed by the white man, not even by the Jew, in 
trading with his own race. He knows his own people as no white man 
can. He meets them in the lodge and church. More and more, also, 
Negroes are beginning to realize that they have a common cause. 

All this makes it seem likely that the Negro will in time develop 
a middle class of business men and small capitalists. In fact there is 
already such a class, as yet small, but increasing. How far the status 
of the race will be modified under the influence of such changes it is 
difficult to predict. At any rate the present tendency of the race in 
the southern states is to establish a social and economic organization 
parallel to that of the white man, an organization in which the Negro 
has not merely his own schools, churches, lodges, and newspapers, but 
also his own banks and business organizations, even his own towns. 
In these towns, at any rate, he has frequently gained a political autonomy 


which he does not elsewhere possess. 
RosBert E. Park 
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The British Coal Trade. By H. STANLEY JEvons. New York: 
E. P. Dutton & Co., 1915. 8vo, pp. xii+876. $2.25. 

The importance to Great Britain of an industry which supports five 
millions of people, which supplies power for practically all the manufac- 
turing industries of the country, which constitutes one of the outstanding 
advantages to British shipping, and which furnishes approximately 10 
per cent of the total exports produced within the kingdom, can scarcely 
be overestimated. Professor Jevons, during his term of service at the 
University College of South Wales and Monmouthshire, has had ample 
opportunity of studying the subject in hand, and his new book takes into 
account practically every phase of the coal industry. The work repre- 
sents a judicious division of attention between the technical or mechanical 
and the human sides of the subject. Besides a detailed account of the 
geology of the coal areas and of the mining and marketing of the 
coal, the book contains a lengthy description of the actual life and work- 
ing conditions of the miners, their wage difficulties, and their labor 
organizations. In the concluding chapters the writer indulges in some 
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speculation regarding the future of the coal industry both from a national 
and from a world point of view. The book is well supplied with maps 
and illustrations. Extensive appendices have been added, including a 
fairly comprehensive bibliography. 

The British coal industry has shown remarkable growth during the 
last half-century, the annual production of coal having advanced from 
64,307,000 tons in 1855 to 287,412,000 tons in 1913. While in coal 
production Great Britain stands second to the United States, in exports 
she is far in advance of any other nation. From 1855 to the present date 
the value of her exports of coal has risen from 2} per cent to 10 per cent 
of the total value of the produce exported. During the same period the 
quantity of coal exported has increased nearly twenty fold, having grown 
from 8 per cent to 34 per cent of the total production. At the present 
time the British overseas trade in coal is equal to more than twice that 
of all the rest of the world. Of the total exports the European and 
Mediterranean markets take over 87 per cent, the only other market of 
great importance being that of South America. 

The coal-mining industry has long been notorious on account of the 
prevalence of labor disputes. Professor Jevons maintains that the 
trouble in this respect may be attributed almost wholly to the peculiar 
nature of the work. It has always been extremely difficult to arrange 
a satisfactory wage for the men who are employed in the actual mining 
of the coal. The fact that the work is largely individual prevents per- 
sonal supervision and so bars a day wage. On the other hand, the 
differences in the coal ledges and in conditions of work make any uniform 
piece rate impossible. The most practical solution appears to be pay- 
ment by piecework with a complicated wage scale, the scale being 
arranged in each district by a joint board composed of representatives 
of both masters and men. It was the difficulty of adjusting the wage 
scales so as to prevent underpayment of the men working in abnormal 
places that led to the national coal strike of 1912. This strike is con- 
sidered a landmark in the history of the coal trade, resulting as it did 
in both the passing of the Minimum Wage act and the permanent 
organization of the Miners’ Federation of Great Britain as a compact 
trade union for the miners of the whole country. 

In discussing the future of the coal industry the author predicts a 
continuation of the upward movement in the price of coal. But while 
the rising prices of recent years may be explained by the increasing 
stringency of safety regulations in the mines and by the increase in 
wages, the cause of rising prices in the future will be the increasing cost 
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and difficulty of working coal in thinner seams and at greater depths. 
While it is not likely that the available coal reserves will ever be com- 
pletely exhausted, it may be expected that for all practical purposes the 
British coal fields will be worked out in something less than three cen- 
turies, while serious depletion of the world’s total store may well occur 
within five centuries at most. 

So far there has appeared no satisfactory substitute for coal. The 
use of oil fuel can never become universal on account of the limitation 
of the oil resources. Considerable economy in coal consumption is pos- 
sible through the use of producer gas engines, and by the utilization of 
the coal dust and waste in the manufacture of briquettes. These expe- 
dients, however, can at best avail only to retard the process of exhaus- 
tion. Two great sources of power remain for the nations of the future. 
These are the tides and the direct radiant heat of the sun. Of the two 
the utilization of the second appears to be the more practicable, and 
Professor Jevons predicts a future shifting of population and manufac- 
tures to the tropics, where the tropical sunlight will be utilized both as a 
direct means of generating steam for power, and in the cultivation of 
rapidly growing tropical plants to serve as fuel. As a result England 
will become more than ever a commercial nation, owning and controlling 
the factories and plantations of the tropics, buying and selling their 
goods, and carrying them in her ships. On the whole there appears to 
be no occasion for pessimism with regard to either the immediate or the 
distant future. The coal trade of England, as of the world, will continue 
to expand and develop for many years to come; while with the possi- 
bility of adaptation to changing conditions, the British nation may look 
forward without serious alarm to the ultimate decline of what is at 
present, whether in war or peace, her greatest industry. 


James E. Morrat 
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Trattato di scienza della finanza. By VINCENZO TANGORRA. Milan: 
Societa Editrice Libraria, 1915. Vol. I, 8vo, pp. xxxii+884. 


$4.00. 

The contribution of Italian economists to economic science has 
always been considerable and, on the whole, of a substantial character. 
It is a noteworthy fact, however, that in more recent years the science 
of finance more than any other branch of ecenomics has received a large 
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amount of attention at their hands. This may in part be explained by 
the fact that the problems connected with finance have been unusually 
urgent for the Italian people. When the éotal (state and local) rate of 
income tax is from 30 to 60 per cent, as it is in Italy today, the problem 
of government finance and taxation becomes serious and requires atten- 
tion. 

Professor Tangorra in this volume has undertaken the task of defin- 
ing and analyzing the economic, legal, and administrative problems 
relating to the science of finance. 

In the first part of the book, which serves rather as an introduction 
to the volume, the author attempts to draw a distinction between the 
spheres proper to public and to private activity. Whatever concerns 
public welfare—present and future generations—is the proper field for 
public enterprise according to the author. Such a delimitation of the 
scope of public activity and conversely private activity so far as the 
science of finance is concerned is admittedly vague, but it has the merit 
of fitting the varying conditions or stages of society. 

Of a more special interest is the author’s analysis of the economic 
theory underlying state activities in connection with finance. In this, 
as in individual competitive enterprise, the criterion of action and judg- 
ment is the hedonistic calculus, according to Professor Tangorra. What- 
ever the merits of the pleasure-and-pain dogma in private competitive 
economics, it can scarcely be made to do service in public collectivistic 
economy. Public welfare is not amenable to price measurement, which 
commonly serves as the index in individual competitive economics. 
Normally the benefits which result from public expenditures are not and 
cannot be ascertained in terms of the marginal-utility analysis. The 
benefits are regarded as “public welfare”’ with little or no reference to 
its quantitative measurement. 

Except for this confusion the author throughout the book adheres 
quite consistently to the individualistic competitive analysis. Accord- 
ingly rent, wages, and profit—individual competitive categories—are 
assumed to be the bases of public finance, since they are the fountain of 
public resources ultimately. Consistently with the same idea, the indi- 
vidual need is assumed to be the basis of what the author calls the 
“public need.” Professor Tangorra, however, is very careful to guard 
against the classical error of regarding public welfare as the aggregate 
of the welfare of individuals in a given community by denying that the 
sum of the individual needs (interests) constitutes the collective needs 
of the community. 
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In the succeeding six main divisions of the volume the author treats 
in order, rather exhaustively, the questions of public expenditure, public 
income, private income, mixed (public and private) incomes, fees and 
special assessments, and theory of taxation. 

On the whole the book is to be commended for its painstaking theo- 
retical analysis of one of the most important branches of economic 
science. Yet the reader cannot but feel that the purpose of the author 
could probably have been served equally well by a more condensed and 


a less unwieldy volume. 
LEON ARDZROONI 
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The Executive and His Control of Men: A Study in Personal Eff- 
ciency. By ENocH Burton Gowrn. New York: Macmillan, 
1915, 8vo, pp. 349. $1.50. 

The book is divided into three parts, entitled, respectively, “Indi- 
viduality,” “Motivating the Group,” and “Limits upon the Executive.” 
Part I consists of an analysis of the executive from the standpoint of 
physique and of mental characteristics. Results of a statistical investi- 
gation made by the author are presented and the conclusion is drawn 
that executives are exceptional men in height and weight. Furthermore, 
the figures seem to show that the larger the job, the larger the man. 
The differences in the averages are slight, however, when compared with 
the measures of variability, and it is likely that corrections must be made 
to account for such factors as differences in age, scale of living, etc. The 
author has properly given all his data in an appendix, so one may scruti- 
nize them as carefully as desired and may attach as much or as little 
importance to them as one’s judgment warrants. 

The psychological analysis of the executive is qualitative rather than 
quantitative. It is carried on under such chapter headings as “Energy,” 
“Originality.” Directions are given for increasing one’s efficiency by 
self-development along these lines. Much anecdotal material is used, 
descriptive of the habits of successful executives of the past and present. 

Part II discusses the questions, “How are men stimulated?” “How 
is control secured ?’’ The answers are properly sought in the field of 
social psychology. Practical topics discussed are imitation, suggestion, 
personality. The réle assigned to instinct by McDougall is presented 
and applied to industrial situations. Some of the problems involved in 
scientific management are discussed in chapters entitled “Rewards,” 
“Discipline,” “Emulation,” “Instruction.” 
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Part III discusses such limitations upon the executive as apathy, 
opposition, competition. Much of the discussion in this section is gen- 
eral in nature. One would like to find here an illuminating study of 
strikes from the psychological standpoint, but the subject is not specifi- 
cally treated. 

The book is highly organized—in fact, is very minutely outlined. 
The sources from which the author has drawn his material are correct 
and the material is utilized for the most part in a discriminating manner. 
For example, in the analysis of the executive the author wishes to show 
what steps the executive may take in order to raise his “energizing 
level.” He does so by means of a presentation of the arguments in 
James’s Energies of Men. The recent physiological experiments which 
support James’s contentions are, however, not presented. The plan 
followed with the James essay has been employed in several other 
instances. Thus it will be seen that, while the book offers little new 
material, nevertheless it contributes to the organization of the material 
already available and shows its bearing upon problems of executive 
leadership that will undoubtedly be helpful to one not acquainted with 
the psychological and sociological sources. It should be decidedly 
stimulating to the public at large and to executivesin particular. The 
great mass of illustrative and biographical material skilfully woven in 
holds the interest from the start. It may well serve as a book for col- 
lateral reading in university courses in management. In order to 
facilitate classroom use the author presents a set of exercises and ques- 
tions at the end of each chapter. These cover a great variety of situa- 
tions, as the following examples will show: “Does immigration retard 
the development of labor-saving machinery or does the development of 
labor-saving machinery stimulate immigration?” ‘How improve the 
memory?” “Why is household work usually very inefficient? De- 


scribe the arrangement of an efficiency kitchen.” 
H. D. Kitson 
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A History of Currency in the United States. By A. BARTON HEPBURN. 
New York: Macmillan, 1915. 8vo, pp. xv+552. $2.50. 

This volume, designed for the business man, is a handy reference on the 
financial facts of American history. It lays no claim to distinction as a classic 
in currency literature but is a plain and direct presentation of useful informa- 
tion. The work is the outgrowth of The Contest for Sound Currency, published 
by the author, amplified and brought down to date. All of the important cur- 
rency- and bank-reform movements are recorded, from the adoption of the 
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Constitution to the inauguration of the federal reserve system in 1914. The 
book treats of the coinage laws and coinage operations of the mints from 1776 
to 1900; the issue of paper currency and legal-tender notes to 1890; a history 
of the national banking system; the free-silver controversy, 1873-1900, and the 
attempts of this country to negotiate a bimetallic standard with Europe; the 
gold-standard act of 1900; defects of the old system and the remedial effects 
of the new reserve system. A brief compendium of the currency systems of 
all nations is added, and, together with an appendix containing the reserve 
act, the national bank act, the act of 1900, the Aldrich plan for monetary 
reform, and a topical bibliography for collateral reading, makes the volume 
very complete for its purpose. 

The author reflects the sound-currency ideas of the times for which the 
history was written, giving a connected account of the struggle waged from the 
beginning for sound finance and “‘honest money.” He explains panics largely 
in terms of currency phenomena rather than in terms of credit and business 
cycles. Commenting on the present currency situation he points out a danger 
in making the national currency the direct obligation of the government. The 
total quantity of currency outstanding, when conversion shall have been com- 
pleted, will approximate 2} to 2 billion dollars, and, with the possibility of an 
adverse trade balance together with low treasury receipts, the credit of the 
government will be jeopardized as in 1893. This situation would be impossible 
if the currency were simply the obligation of banks and independent of the 
treasury system. 

There is a brief account of our currency and banking operations in the 
crisis of 1914, the issue of Aldrich-Vreeland notes, and the formation of the 
gold and cotton pools. Space is also found for a lucid explanation of Ger- 
many’s financial activities during the first sixteen months of the war. 

The book is historical and descriptive rather than theoretical, and as such 
deals in the main with monetary and banking problems and the legislation 
growing out of them. It is well written and easy in style. A criticism might 
be offered in the omission of page references in footnotes in numerous instances. 





Land Credits: A Plea for the American Farmer. By Dick T. Morcan. 
New York: Thomas Y. Crowell Co., 1915. 12mo, pp. xvi+299. 
$1.50 net. 

In this book Congressman Morgan reviews the proposals for a system of 
land credits that have been urged in Congress and compares them with methods 
in operation in Europe, pointing out their inadequacy. He is opposed to a 
competitive system of land banks, and urges the establishment of a single 
bond-issuing institution, with the federal government rendering all the aid 
necessary to provide agriculture with adequate credit at a low interest. The 
book is propagandistic, but is forcible in its presentation of the case of the 
American farmer. 





